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(1) Eco, Umberto (2007), Dire presque la méme chos ériences de traduction, 
rasset - Fasquelle. 
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DES He 5 ey gt y gee atti: (1) Gals dealer 34441 (Christian de Boissieu) 
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Organisation Internationale des Commissions de valeurs ‘43.5 all (¥) 


International Organization of Securities Commissions 14; 51.Yb 5 





Yr) eI Sl 





ASV) LOLI ioe le Gakuaill GYIG) dug Ade cL] o 
Os Any QM Ag US Qe LDLM ode cid gh oSay .!NRSRO" 
L(CESR) Aba 3 pI 

MS y yy petiaeall Ae pall Ala Silat) Cad 3 bail) sale] 
v hesS Al gull § blade JL 


AUS pi Ca leax) (prescripteurs) Qgimal MISS ol bj file 
“Adis ad Gd Tide abs jhe" Gis Ql ass (0. quail 
vgglla) osiall BS Ge “OPCVM) 
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(SEM GSN) 8 peemall GI SY! dle - 
(1) Nationally Recognized Statistical Rating Organizations. 
(2) The Committee of European Securities Regulators. 
(3) Organisme de Placement Collectif en Valeurs Mobiliéres. 
Of Ses iL 5ylo) le Gy tansy ga A dis od GI ke dS Slee 
Al jie ad gd Ab gi 5 petiedll SI VI 
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(Last gall g «2 iJ oally cates «cuncll) 3 St 
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The Committee of European Banking Supervisors. (1) 

Committee of European Insurance and Occupational Pensions Supervisors. (Y) 

AalLall s Luci Gs (glUs) 55 :(Tomasso Padoa-Schioppa) Lise | sy sule si (Y) 

(Notre Europe) "i i353!" debate Uatiys 

ce Gwe BS) ile Gath «gust od ULeel Ua (Michel Pébereau) 5 p37 Jute (£) 
(Institut d'Etudes Politiques) 4puluet) Glu) pall ages gue 5 «(BNP Paribas) "ly bs 
(Thierry Breton) (33592 GOS eel Alla 9255 UB Ue ahs +9 ale (,d Las 
wate jas VE choy si pads clad pb A gine Al pay i dig St 
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BE gia GIS Las acl y al 

IS SLs Seas gill Nae fie Lag! Gash JSLd fla Gt} hes as 
Os Sy GS fb sbll Gad Gle LGV) GUT a Le PELL Ol ye 
LLG! obey le Ais yy yo sey CUdeaih dice Cllally (4 penal! Lil 
AG) odg) yall be Gob INI 
AAS cb Coed (il) cial = 1 

aie foal sb QU clas hal a3 (subprimes) "al ual" Lai Gl 
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slo) Lol i Ung) ANN Nad wef Ala LGV! Gl) 
FB lis! 5 pall obs Ghat, Vatlalas ee Lilia Gay. allel 





LL al ages I Es Jandy Meet JES Gap gall Satladl ALY lS yall iy (1) 
(4853) ode Gale (ye Uae dL,) 





Yo eI Ol 
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oa gb G5 Ab idl Sagal GL Gf (Minsky) Sade gaa 
al Le le e 5 SS guy Lente: J shell ely le Gl Gal SOU - ola! 
BY ee Gye g gaill Gyo (6. DULL IS pl) Gy gualuaifY) Gy gle Lall adi g 
Fielasy cg LG YI ga sail) Gane Gili Laaice OSI y Areddiall sailall 
GG Saal Myla Alain gad Culs A Ag goall glb (7 gadtll Gust) dass 
Lbs all srl) CY acd y Milas pee Guat Gaildll Yaad Jaina 
NL ALY) 48 La" & 528 Ve eV ple (8 Shay All dalla) de SU Aguile s 
22 AS peal of Ley t(paradoxe de la crédibilité) "Sg8) neal) 43 1b" ws 
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(1) Minsky, Hymen ( 1975), John Maynard Keynes, Columbia: Columbia University Press. 
Le al (8 Sans Sa poh galeatil :(21440- 1414) (Hymen Minsky) (Suiza Gad () 
AL Cy galls ele 5 AML Cle JY ga albecls Wag jee 98 5 «cs USI) es 

GS Geel Db ge ele) atlall Jane ad: obs 1 gall Guncaill (1) 
atck as re Sip) golaiil (29 €¥- YATY) (Irving Fisher) 448 Gi J (£) 
Tg GLEN! pied I Gopal cash Sy. Shad Gly A phi sali! aes Use 
gabe! ail shh Boys ye lll G pull A cole Sey Gley iLL dali, 

eal) Bg shagsl DIS (ye Absa col) & sa ll oy Ae AIL od 2 sat 
(5) Fisher, Irving (1933), The Debt-Deflation Theory of Great Depression, 
Econometrica, n°1, October, pp. 337-357. 
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(2) Special Purpose Vehicule. 
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Aplin BY) Azaitll y cy gletll Lebaie 59 (cd Mall Gully ol) say) jal Gala 
ela NES) DS Oe cat ol Se Y 

83 ges Gill AD gull Zale 8 yg ee Lea lal 2.5! GS yghl ay 
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Bas) Jee La hl Sal Jagat abt Gal ogy Gigs Ua gail oI 
Sls) MBLs (88 lel ject a Gl a! a ght aati hay Al gud 
Oakes GALLS yp gs Leal (6 fell JpeSU Aull jal) aaa) ols 
(5 yah ile) 4 gaa 

Ssagrel) Xgl oh Ub 6 Geel Auuill de gall UY) Qa Ls 
O) PS ag Call ae Gf USS Gh GSe Ge Le ll Nol 
‘gph Ly pliill anls Gl eds JS) A gees abn 3 ySl) GG ell 

Alls 4 gine Jue Janel * 

acloall J yall g pattie Ub (yo Leola S gual le J peaall * 

Cigzll pblas a, sii * 

vc marall GLA AS ya) potas! lait Lald Tt y 


he Hy le ldall dial! ul gi @ 

AS Gaeta) Gf le Glelial Ig tel gas dal old taal, 
SL NI ey 5 185 pail pels Y cal dee ye. pil A gus agual Latta 
5 Sop Vag LL SLaall Gl at yas Las Aull ail ge Ge aglins Ge Ailtiall 
ddLine dive; ld al La lal aii Al Spee! Gye pee one (ga A pul 
Che lial 5 5 ol gags lee led 
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ASM) wand eda 
ee) 8 Sh all Ae MI eed Label DS Gf Sy 
Old FG Gay pV + V 
Lad GL gene ¢ EY) Ge aall SDULI dle] @ 
BML) SY anes Qualls Lay y GY gue aes Aaa) sla Guilt @ 
SEES Lays (GLedll Gad Ge sik) LAI da i U2 iS Jaa @ 
(Geel yes aselt) 537 da Qf 
slag gle Cua ball 5 ad oe glial 1-1 
lel yal sae ASs ye) Ae Sell cuilef ae eV Gulch aylgi dis 
Oe DENI galt ye pads EDULE Yd ed a) ual pac GL ganaiill 
ave eV jes Alay gf dues) dives (Hope Now Alliance) GY! MA) Jal 
‘ce Ge Gisil 
Adel) COULI ula © 
AN LER Ge salle 
ages 98 QS) yang phy Malek) GLOUY! Gyo all Giags el jal aals 
reall GIS pil yall 225 98 Gadd (All Sill Gane by pill Ges Gat 
. (adjustable rate mortgage) _sia\\ 
You Meas dul jue ABS pT eA ple Aylay (4 Udy Bylo} Gille| LS 
4s Sal) ALS oda . lLea Yl taal) ill Gye (7.1) abe Le gel GY 53 olla 
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AyaQit) Lutyeall Y= 
43S pall Grea Gye ae eV Gale) Ga AM) Ay Me 
Che Gud Ad pene de) Ged Jal Go Cg Gadd 8 Colas Is Nels 
es gaill le AY) Tee al Gey cll Qf peal! Lait 
Ca penal) Geta By SAY) jad Gabagl Gate Ow Gill cle Ge yall 

AMSA atlel ga} Gd SISRDU Glas) oda GS pil os 3S pall 
Blgl ga jenelll Gaal (le Gal YL sole Lead G lueall Spats 
eS ha Jac AVY ple Ga Shay a) AL) Le MT GSD a seen yas 
Gre le ball] Goes gL Coll gage Les cgenall Leary ol 5] Glee 
Yo Goad! gp jth ADE Gye old Aplll GI pill Ga eal DE 
4 seg Gl GaLY) 45S pall Gena! Jane Aba Ye Ge SI hla 
(spread) calseall 18 Gl cae eV Gulawel Sis OSI .3 pblaall Yo ate 
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AY gall ped gD pass SSRs AG 5S pall Glee! Clas LGV) las de 

Aaa] Aula g) 4a) sale], dail) Gla) Qe GI ig) Ue Ga es 
Bale] AWGe absiy «Cildalall auesig «ues il tae gaey Leal jet 
a geil Slee (gb atell gale lll 1 yl og 5S pall Ga well Sb ye a pal 
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Oe eS SSEy HLY) Salli Jane Se gS pall Geel Geis, 
Leh eV ee A cu jle Ales Gb (ZY,VO) cll pV ee gle lu Gd (70,70) 
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ppR) ileal 43 (8 Ga jhall t Y 

Ul Sites yas LY Geet Gh aja) (Sy dsl Gi (4 
Lggal pi gis MS ALA yet CY Leetsl lp gel ALUM Loa} ge Ce le je pdb 
Agel sal) UUsLall Gla ga gall Ge nS ¢ je Genes Agel gal 48S AI pull Gi) 
qh SIy .(solvable) clash (le 328 ld a2 (dpe 56h 
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eral gle Glad! ve phe g) slick) Casall 6 plas Uj: Les dad gia 
(shaull pac 3 pblas 4 seals: Y pail Cycles puna 

(PDR) "WdUaall 43 Go sill!” 4 59 45S yall a jlnall Curly 
cele class ML Gye Ala} GY pe Get of Gbis Ge 
bpd plac! 405) Alay Sing doled 655m Gh Gd Gall Jpelll 
LENT ASE (5) ae GY AYA ld Gd cll ll pS 
aVerd Uke Ga of Gas a «(Northern Rock) "ls Gf) si" Glee! 
"35 fe a Seed Shee) Gh pene Gaal Sl GIS pall G renal lei 
Ax (Al IYI 5 yall (ce oda of Gol) Lis SLEY! jas . (Bear Stearns) 
lec) a pene SY AS a) Lal) UBL Gad 
AulLall eS gal Cyan = £ 

YL Ge are Ga ILE FE ays Bre Gel) Ga ll Ll 
Aalall CLutyall Aguilly alled 


(1) Préteur en Dernier Ressort. 
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SYLS 5 Cad "Lal 5 gus lag] Al gall Labaiall” Abs Gy sil ja jd @ 
A LEY Adal WALLS Gu eee dikes G2 dill le Gaal 

FS el LOL oe Cle Gaal) GYIS | dng yf Ladle elu! e 
.'NRSRO" 

LAS y yp peta all Lm all AMLal) Glatiall Gt (8 ail! sale) © 
» UaAS Al gull s pblae lak 

cd ylaaall (City gllaall) a guadtl/(Cilagr gall) quail) Cys gil gill Ye ¢ 

Seats audi gh Gay 89 oda y Algal Adal juleall oat @ 
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(saclrall J sall QM) bateall) D5 dial Today lyr Gls! US Gay 
SLY! ode lac} Lage 

4 SS 5 gasw gle Y Sil Casas Aglec) 8 Al gull GI Lie! cla! @ 
TOUS YI oka 

(ISM) GS!) elagll le 3 jail dui anasto 

«(SEM GSI) 8 peel GI SY! Alan @ 
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(CAME Soll) G gull AUS AY gusall Aus jloall obs (8 asl je CLill ae @ 
pelle Gedy Lad Alladll ye jer ILL Gaye Cale Gi ite 
Al gully daletLall 
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dsl gla Gas 4S gles J pail GS L Alle 
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ogncny Abe Cals cgi Aus pill de Sell SQV uj ll jill ey 
Hla) bla Js 
Agga Goa agd Al lan @ 
LY 55 ghd Gas UL © 
vos ill alia) (de GY) 5.8 sas agi © 
LA SU ye saall Le PU Glel yal 5 gua & 
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cles cll Ss) Sal) Ss J Ge ge gall ALY Gf Joa Sars 
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Slgie Lud pd ai ye gm Leg ded giall La jY) ode bas (a Ls * 
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Yaz Bl yo y outis 
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as Laas Vig Ughd Grand aly dite ill 5 jill ode (68 Y) Ae FY) Grand al JL 
$e clledy dilane- atl Ainde 8 Alla GLIA ode US Gf ale 

cles Aetlly aLLA okies LAY Gu Gall ou aM, 
Sab ge dB Gi Glas) Ue ge Gall dlbeall usliell lS Gand 
wUey she ue galled Y (giSl y Ladd Sanne Aye 5 3 jal Le GI 

cel al gall eal Qe hail, oily clo) GIS IY «esl dau a 
SLED Jat Gye le Gale) ayaa al gi Y Ned Lag Gd Cas 
aay atl sia gual) Glad yl Lay Ge 2 Ys AM Ge @ 58 aly 
gual DIY 5 cs sill y «Ge Leie Y y «_ildl 


coil g SAAN Cilla (8 GLA) (8 oLucilfy) Sacldy "LSuabe Ab Lia Gyn 

IS Lgecitial ll (paradoxe de Minsky) "_Sasie 48 a0" My 8) jut 
2 sill las Gb Se pel aetna) cl ll als DA Gye (Ss pel galuaiy! 
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aloe Le le eg JS yay Laie sie gt Lee JS) Gal OU - ula 
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(1) Conseil d’analyse économique (2008), La crise des subprimes, p. 263. 
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coll colt g SAM gills, G6 gla) (68 suai) sacle: Gull Asi I, 
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Jo iglice Sse) 8 GUS (t+ YS) deal cgaglall alld asi LS - agic 
LYUOR YON Soya ea ADEN) egal) Guus dene Guia «rela 

arial auc algd Aut jay Guin «alll GLa (8 wel) Gil «(—atVA &) cage! (Y) 
YY E Gea eV V4 6B geal la Ay Say) ¢ ale palace y 





AY ENO /V ENA gull yall ll of 





galls Aytball GI LSE Gs 
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Sela jh oly SI Adlal Shoal SUF aig ALAS A By ae 
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es oc) GS Yo copa Ga a Catal dy J AS, eLi} 
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la dictature des normes comptables américaines n'est plus ) Aisne 283 
= YeeW oud sh VY Ga Quy yl ducagdal cull fy (tolerable 
aaa ANIS , Li ab coll ce A kd SLI BY Gp ALL 

alate!) 48) gall AdLall Glatiall Ge (7+) of ol sy! as; 
Jb Gail) GIS, UB ge (AAA) Aba Qlel le Glos of a pulls 
AY) Ca gae 


(1) AGEFI (2008), Sarkozy plaide pour une agence de notation européenne, 21 octobre. 
(2) Le Figaro (2008), Bruxelles déclare la guerre aux agences de notation, 12 novembre. 
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el) gle Guile! ash (Garnier) ale al} gabe! SLs 
GoM glad gadilh pL of aul pal” LY Ansa) Gag all Ge aa Gl 
Apleiy) GU) gill ike et eee Syl Ysa ge oyack 
glad ona gl oaas Sa eV! sles! Lyd any al Alla (8 Gad Saal dull 
coke cllillss (AN 5 3) gall Lead La) galled cs gical) Gle len y Clb! 
UY sll aus ga Le GLb ecyail’s 68 OY! (fia Bales Cals (4) bagel Gai 
4d Gad argh algal Glas (ay, Vatlal dail lag aay al santall 
VSS gest pill Gal cee allel LY) ge Ghul 9 Gy pall de gene 
OS gl GY sal ob ct Ghats Gl ae Gad Ga SUE 5 Sle 
calle bas sll Adeall «jay sie Usls) 3} cle ASH) Apllell Gall ae 
Je pars demain @ ) “alla! Alec oan 5) al gee co GSadll ga ay al 
Washington pour expliquer que le dollar, qui au lendemain de la 


Seconde guerre mondiale a Bretton Woods, était la seule monnaie du 


Y ~ 4, . 
J monde, ne peut plus prétendre a elle seule étre la monnaie du monde 


aA ob Ayai pall ALM auily GEL ooh, 
oS Sul (Guéant) Oot aS Epa DE Go Cbs Cadi Gh 
a3 4a (eval oil cad ells (Aged pall Ai pl) ay ju aul 
personne ne sait véritablement ce qui ) "G8 4 gus Le dasa Ld yrs asi y" 
eles Gods ee cdy Maal a6) oil gf LW Glaiy "(va se passer 
Sine lel gle is jhe yey a SU SUG 
(1) Conseil d’analyse économique (2008), La crise des subprimes, p. 149. 
(2) Le Nouvel Observateur (2008), Sarkozy: "le dollar ne peut plus prétendre étre la 


seule monnaie du monde", 13 novembre. 
(3) Le Figaro (2008), Crise: "personne ne sait" (Guéant), 28 septembre. 
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LN) Shela 
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seal (Ve VY) casi sill & gull Gale o jruel (sy sil Ullal oda Sse ead eal» (1) 
SST VV TY oye gdle) a La MI Goad dla Gulia anal) ced 


Sénat (2007), Le nouvel "Age d'or" des fonds souverains au Moyen Orient, Rapport 
d'information, n°33, 17 octobre, http://www.senat.fr/rap/r07-033/r07-033 1 .pdf. 
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Why Islamic Finance could be Considered As A Suitable 
Viable Alternative To The Conventional Financial System 


Introduction: 

The world is currently witnessing the harsh tempers of the global economy 
unleashing sweeping upheavals across the world, sending shock waves around 
the world’s stock markets, devastating the major financial institutions, causing 
panic and fear in individuals, corporations and governments globally. This 
grave situation calls for urgent and active attention to address and stop it from 
getting out of control whose effects could be too large and too late to deal with. 
The effect would spill over and spare no one as the world economies are 
interconnected. Various governments and central banks across the world are 
making frantic and serious efforts to mitigate the high risks associated with the 
economic and financial meltdown. This requires individual and collective 
approach through co-operation among the developing and developed nations in 
order to make the measures more effectively felt. 








Liquidity concerns, had driven some central banks and some of the world's 
major industrial nations to intervene by taking to emergency rescue packages in 
bailing out defaulting financial institutions, cutting interest rates, buying stocks 
in financial institutions and guaranteeing 100 percent of depositors savings as 
well as banning of short-selling in financial stocks in US and UK. 


This global financial crises has exposed the weakness and failure of the 
economic model in use whereby other people are making calls for a radical 
economic reorganization and alternative financial system. 


This paper presents the diverse opinions collected from various world 
financial news identifying factors that had led to the cause of the financial crisis 
, impacts and severity of the cri measures taken by major nations to address 
the situation. Others are implications or consequences of the crisis, suggestions, 
and possible solutions as stipulated by the Islamic financial system and other 
ideologies. 





Some perceived factors leading to the cause of the crisis: 
Systemic effects of the subprime lending crises: 

Systemic effects of the subprime lending crises, and the repossession of 
private homes .Banks and private financiers eagerness for quick profits rushed 
into sub-prime market seeing an easy way of putting money out at interest 
without the cost of supervising its use. Builders have overbuilt than needed. 
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Home buyers willingly undertook the risk of interest payments and purchased. 
Reports indicate that for some decades beginning in the 1930's, the ratio of 
median home prices to median incomes remained relatively stable, about 3 to 1. 
Over the last 20 years, the financial markets that financed the housing system in 
the US changed remarkably. Local markets once dominated by tightly regulated 
savings and loans —a simple system of buy and hold- evolve into something 
much more complicated, partly due to the development of mortgage brokers. 
The new system fueled a number of mortgage backed-securities and derivatives 
that were terribly difficult for experts to understand. Too much leverage — 
combined with too little transparency meant that the market froze. Liquidity 
vanished. Mortgage brokers were paid on commission basis and on the basis of 
originating a loan; they were unconcerned with whether the loan was repaid. In 
the pursuit of scale mortgage banks bundled mortgages and worked with 
investment banks to put them into complex securities. " In 2004 and 2005 as 
these sub-prime loans started to emerge ,it wasn't a particular problem because 
of the lag effect ,because people who couldn't pay off these mortgages with 
toxic terms and exploding payment schedules did worry”. “If I could not pay off 
my mortgage, I will put a "For sale" sign on the lawn, I will sell it. I will walk 
away. As the housing bubble burst, those exit doors were closed”. All of a 
sudden, we started seeing record numbers of delinquencies, defaults and 
foreclosures Irresponsible lending to people with poor credit ratings that led to 
the sub-prime mortgage crises. The development of mortgage brokers created 
something much more complicated. This brought about a number of mortgaged 
backed securities and derivatives that had been terribly difficult for experts to 
understand. Mortgage fraud flawed oversight by mortgage brokers and 
excessive underwriting of high-risk mortgages. 


Deregulation: 
Deregulation created intense competitive pressure whereby firms responded 
by deploying more capital and seeking higher return. 


“Deregulation greed has eaten our lunch’’said one commentator. He 
further said that in whatever thing we do we should take moderate course and 
constantly adjust and refine deregulation of the financial industry, He also said 
that deregulation has undermined: 


(a) The power and effectiveness of governments. 

(b) Forced open capital and trade markets. 

(c) Forced down the price of labour. 

(d) Demanded excessive returns both of labour and the ecosystem and 

(e) Further benefited the already rich (i.e. private-equity and hedged- 
fund managers and investors 
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Reliance on flawed ideologies: 
Some fundamentals of the free market do not work 


The crises and collapse of the housing prices is a test that has exposed how 
fragile the US financial system is. Speculators in stock markets, politicians and 
economists- including IMF economists continue to rely on flawed ideologies - 
driven economic analyses. The IMF says the fundamentals supporting strong 
global growth remain in place. The economists conduct their analyses without 
reference to the creation of credit and debt, focusing on goods and services, 
supply and demand. They regard money as “neutral" and on the whole ignore 
the role of credit. 


h 

The IMF statement on 10 August, said: "We continue to believe that the 

systematic consequences of the assessment of credit risk that is taking place will 
th 


be manageable", On 9 August , President Bush used his White house Press 
conference to comment on the issue. He said the US economy "remains the envy 
of the world", enjoying low unemployment and inflation. I am told there is 
enough liquidity in the systemto allowmarkets to correct". 


High ratio of bad loans to total loans 

Collapse of confidence over in the finance sector overburdened by debt, 
excessive gambling speculation and interest -taking .Some banks have gambled 
by lending recklessly to finance huge leveraged buy-outs, mergers and 
acquisitions ( estimates range from $40Obillion upwards ) One critic accused the 
banks of hoping to play "pass the parcel " with those debts ,forward than to 
other investors-but suddenly no takers. People were persuaded to borrow far 
beyond their means to pay The finance industry has experienced a concentration 
and control of a large deal of capital in the hands of smaller and smaller number 
of large institutions. 


Financial markets and Regulators Complacency: 

The US long and continuous economic expansion with low inflation over 
the last 15 years that made financial markets and regulators complacent. They 
forgot there is a business cycle, Regulators in the US Federal Reserve just 18 
months were focused on dealing with the so-called “liquidity glut’In this 
process they missed noticing the emergency risk due to asset price inflation, 
particularly real asset. 


During these good times, financial institutions (FI’s) particularly investment 
banks, grew very large. They took big risk and made huge profits. In recent 
years, FI’s contributed nearly 40% as against the normal 10%, of total US 
corporate profits. They paid huge salaries to recruit the best and the brightest 
from top business schools, which in turn, helped create and sell complex 
financial products, credit derivatives and other securities whose risks were not 
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understood by either investors or top management of investment banks. 


The good times encouraged banks to take higher risks; highly leveraged 
transactions with life covenants became the norm. Investment banks themselves 
became highly leveraged —32:1 for Lehman Brothers before it failed, as against 
8:1 for a conservative bank. Investment banks did not have sufficient capital to 
support the risks on their balance sheets. 


There was major failure of leadership at most FI’s. Deal makers took charge 
and risk managers were completely sidelined, Credit was mis-priced so much 
that there was only small difference in the yield between junk bonds and US 
treasuries. A total failure of American banks in managing risks and capital 
allocation. 


Classic Strategic Failure 

Most of the firms in the Wall Street followed each other around to the same 
parts of the market and ended up mimicking each other, which is a classic 
strategy failure. Therefore, when the sub-prime crises hit they were all in the 
same boat. Investors and lenders could not understand some of these assets on 
the balance sheets of these firms. The assets were complicated, and were not 
traded, so there was no open market and the models were difficult to 
understand. 


As a result, not only are financial equities plunging but the overall market is 
plunging due to "good companies" inability to roll debt and finance working 
capital. This will inevitably result in more and more bankruptcies in all sectors, 
causing rapidly rising unemployment. The inability to obtain financing is 
affecting all kinds of consumers and businesses-it is cutting deep into the main 
fabric of the economy. The crisis reported losses of trillions of dollars involving 
trading without assets backing resulting also from other factors such as; moral 
hazard behavior, structural problems, inconsistent policies and policy mistakes 
of Government and Central Banks, cronyism and weak corporate governance, 
inaccurate credit rating, mortgage fraud and flawed oversight by mortgage 
brokers, conflict of interest by rating agencies and law makers, heavy military 
spending etc. 


Impacts :and severity 

A financial sector downturn —financial equities plunging and more and more 
bankruptcies, market weakness, market downturns and other economic effects 
such as : rising unemployment and workers lay offs, falling crude oil prices, 
inflation, currencies volatility, lost of confidence in the markets, etc Professor 
Robert Merton, Nobel Prize Winner in Economics in 1997 noted that the 
amount of loss of wealth in the current turmoil ranges between $3 to $4 trillion. 
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Implications/ consequences 

The international institutions of finance, commodity and currency markets 
would be clouded by uncertainty and instability as well as lost of confidence 
and direction in the financial systems leading to gloomy economic picture thus 
presenting substantial amount of risk to the developing world. The global 
financial crisis could increase world unemployment by an estimated 20 million 
women and men, the Director-General of the International Labor Office (ILO) 
said adding that there is a need for prompt and coordinated government action 
to avert a social crises that could be severe, long lasting and global. According 
to a press release sent to WIC, ILO Director-General Juan Somavia said the 
ILO’s preliminary estimates indicated that the "number of unemployed could 
rise from 190 million in 2007 to 210 million in late 2009." 





Mr. Somavia added that "the number of working poor living on less than a 
dollar a day could rise by some 40 million —and those at 2 dollars a day by more 
than 100 million". Mr. Somavia also said that the current crisis would hit 
hardest such sectors as construction, automotive, tourism, finance, services and 
real estate. He also noted that the new projections "could prove to be 
underestimates if the effects of the current economic contraction and looming 
recession are not quickly confronted". 


Measures taken by various nations 

A look at some regions of the world most affected by the financial crisis, 
and what governments are doing to try to alleviate the financial turmoil as at 
27/10/2008. 


Canada 
The Bank of Canada cut its key interest rate by a quarter point, to 2.25%, on 
21 October, 2008. 


This is the second cut this month - the bank cut the rate by half a percentage 
point on 8 October, 2008 in a coordinated effort with other central banks. 


On 10 October, 2008, Finance Minister Jim Flaherty attempted to ease the 
credit crunch by announcing CAN$25bn ($21bn) of asset-swaps between the 
country's major banks and the government-owned Canada Mortgage and 
Housing Corporation (CMHC). The Bank of Canada said three days later it 
would provide exceptional liquidity to the financial system “as long as 
conditions warrant". 


Australia 
Australia's central bank intervened to support its currency on 24 October, 
2008 and then again on 27 October. 


It had last intervened more than a year ago and before that had not done so 
since 2001. 
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On 7 October, 2008, Australia's central bank cut its key interest rate from 
7% to 6% -a much larger-than-expected reduction. The government later 
announced it would guarantee all bank deposits with financial institutions over 
the next three years. 

China 

China has also joined the interest rate offensive, cutting rates by 0.27 
percentage points. It will join Japan, South Korea and other Asian countries in 
an $80bn reserve-pool scheme from mid-2009 to boost liquidity in the region. 


Hong Kong 
The central banks joined the growing number of countries to cut their 
interest rates. Has promised to guarantee all bank deposits until 2010. 


Japan 

Japan's Economy Minister Kaoru Yosano said on 21 October the 
government was ready to support major banks with public funds, so that small 
and medium-sized companies would not struggle to access credit. 


The authorities have also relaxed regulations on companies buying up their 
own shares. 


A 1.8 trillion yen ($18bn) stimulus plan was approved by the lower house of 
parliament and the Bank of Japan has put 4.5 trillion yen ($45.5bn) into the 
banking system. 


Prime Minister Taro Aso said more action was needed to boost the country's 
flagging economy. 


Singapore 
The government has offered to guarantee all local and foreign currency 
deposits up until the end of 2010. 


South Korea 
On 27 October, 2008, South Korea's central bank cut its key interest rate 
from 5% to 4.25% at a rare, unscheduled meeting. 


Previously, South Korea's government had pledged to guarantee foreign- 
currency borrowing by the country's banks to help stabilise financial markets. 


The finance ministry, the central bank and the financial services 
commission said about $100bn of borrowed funds would be covered by the 
deal. The government will also provide $30bn of liquidity to banks, and there 
will be more aid to small businesses. 


Austria 
Chancellor Alfred Gusenbauer said on 13 October, 2008, that his 
government would provide up to 85bn euros ($114bn) in inter-bank loan 
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guarantees and up to 15bn euros ($20bn) in equity to support the country's 
banking sector. The government had already announced a guarantee for all 
personal bank savings, applicable from 1 October. 


Belgium 
The government agreed to guarantee bank deposits of up to 100,000 euros 
($136,000) - an increase of 80,000 euros. 


The country's largest banking group, Fortis, needed the intervention of the 
Belgian and Dutch governments and the sale of some of its assets to French 
giant BNP Paribas, to stay alive after getting into difficulty over the purchase of 
Dutch bank ABN Amro. 


France 
The chairman of French savings bank Caisse d'Epargne has quit over the 
loss of 600m euros (£466m) in a "trading incident" amid global market chaos. 


Charles Milhaud said he accepted full responsibility for the lost cash and is 
expected to leave without a pay-off. 


Germany 

On 17 October, 2008, the German parliament overwhelmingly approved a 
500 billion euro ($675bn) financial rescue package. The plan includes a fund to 
provide up to 400bn euros in inter-bank loan guarantees and 80bn euros 
($109bn) to acquire stakes in troubled banks. 


German parliament backs bail-out 


The government stepped in on 6 October, 2008, to avoid the collapse of 
Germany's second-biggest commercial property lender, Hypo Real Estate. In an 
attempt to prevent a subsequent run on banks, the government announced it 
would guarantee all personal bank deposits in the country. 


Ireland 

Ireland was the first government to come to the rescue of its citizens’ 
savings, promising on 30 September to guarantee all deposits, bonds and debts 
in its six main banks for two years. 


The move initially prompted consternation among some European partners, 
but other countries have since followed suit. 


Italy 

Finance Minister Giulio Tremonti said on 13 October,2008, that the 
government would spend "as much as necessary" to support his country's 
financial institutions. The governor of the Bank of Italy, Mario Draghi, 
meanwhile announced it would temporarily swap up to 40bn euros ($54bn) of 
bonds for Italian bank debt. 
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On 8 October, 2008, Prime Minister Silvio Berlusconi said the government 
was prepared to buy stakes in failing banks while waiving voting rights in an 
effort to guarantee stability. It would also step in to back deposits up to the 
current insured level of 103,000 euros ($141,000) if necessary, he said. 


Netherlands 
Dutch insurance giant ING is to receive a 10bn euro ($13.4bn; £7.7bn) 
government cash injection. 


The government is also offering a 200bn euro package of loan guarantees to 
Dutch banks. 


Norway 
The central bank, also outside the eurozone, said it would issue up to 350bn 
kroner ($55bn) in bonds to banks to help improve liquidity in the market. 


Russia 

The upper house of Parliament, the Federation Council, passed a law on 13 
October, 2008, giving the state-run Bank for Development and Foreign 
Economic Activities (Vnesheconombank) 1.3 trillion roubles ($50bn) to pay off 
or service Russian banks' foreign loans. It came after President Dmitry 
Medvedev announced 950bn roubles ($36.4bn) of long-term help for banks at 
an emergency Kremlin meeting on 7 October, 2008. 


Spain 

7 Spanish Prime Minister Jose Luis Rodriguez Zapatero announced on 13 
October that his government would set aside a maximum of 100bn euros 
($134bn) to guarantee interbank loans for the remainder of 2008. But Mr 
Zapatero said the government would not, for now, take steps to recapitalise 
Spanish banks, because "we do not have solvency problems". 


On 10 October, the government announced the creation of a 30bn euro 
($40bn) fund to buy assets from Spanish financial institutions to help stabilise 
them and unfreeze credit. Three days earlier, it had increased bank deposit 
guarantees to 100,000 euros ($136,000) from the current 20,000 euros. 


Sweden 

The Swedish central bank cut interest rates by half a percentage point to 
3.75% on 23 October, 2008, its second reduction in just over two weeks, and 
said it planned further cuts within six months. 


Sweden has guaranteed new medium-term liabilities of banks up to a level 
of 1.5 trillion crowns (£117.2bn; $205bn). It is also putting 15bn crowns into a 
fund that will be used in case a bank needs emergency capital. 
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Switzerland 

Switzerland takes steps to strengthen its largest bank, UBS, by giving it 6bn 
Swiss francs ($5.3bn; £3.1bn) in exchange for a 9.3% stake. The bank will also 
be able to transfer up to $60bn of toxic assets to a fund supported by the Swiss 
central bank. Credit Suisse was also offered government assistance but was 
instead able to raise 10bn Swiss francs from global investors to shore up its 
position. 


UK 

Following negotiations, the government announced on 13 October, 2008, 
that it would inject £37bn ($64bn) of taxpayers’ money into three major banks. 
Royal Bank of Scotland (RBS) is to receive £20bn, a further £17bn will be 
injected into HBOS and Lloyds TSB “upon successful merger", while Barclays 
said it would seek an alternative source for £6.5bn ($1 1bn). 


Arab States 

Kuwait's central bank said on 26 October, 2008, that the government would 
introduce legislation to guarantee deposit in its banks - after losses were 
reported at Gulf Bank. Traders have been protesting, demanding more 
protection for Kuwait's banking system. 


Saudi Arabia said it would be making funds available to help-low income 
citizens who were struggling amid the financial downturn. 


On 21 October, 2008 it said it was pumping $3bn (£1.8bn) into its banking 
system to improve liquidity, reports suggested. 


Share prices have dropped precipitously this year, amid fears of weakness in 
Dubai's property boom and exposure to global markets. However, economists 
expect growth to continue at a moderate rate as the region's oil wealth cushions 
the worst of the financial turmoil. 


In an effort to boost confidence in the financial system, the Saudi Arabian 
Monetary Agency (SAMA) cut its benchmark interest rate on 12 October, 2008 
for the first time in almost two years. The government of the United Arab 
Emirates, meanwhile, promised to protect national banks and guarantee 
deposits, and Qatar launched a $5.3bn plan to buy bank shares. 


India 
India unexpectedly cut its repo rate by 100 basis points to 8%, in a bid to 
boost liquidity and stabilize India's finances. 


Suggestions to Policy makers: 

a. Look for areas of agreement in what are the causes of the 
financial crises and call for debates from different ideologies for wider 
discussions. 
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b. Market participants need to change their behavior. 

Ge Improvement of private sector standards and more effective 
regulation. 

d. Best practices in the private and official sectors. 

@: Development of new guidelines and increase vigilance on 
liquidity management. 

f. Improvement in transparency and disclosure practices to clear 
off information asymmetry that impede smooth functioning of markets. 

g. Benefiting from other systems such as the Islamic finance that 
is free from the flaws that had weakened the capitalist system. 

h. Stabilize the situation first and then look for effective treatment 

i. Creation of the equivalent of the National Transportation Safety 


Board for examining financial crises in a technical determined way, and a 
strong need for talent people skilled in general management combined with 
highly technical training to develop a functional perspective. 


J. Power to police the global economy would have to include 
representatives of every developed country —A United Nation of Economic 
Regulation. Robert Zoellick President of the World Bank identified the 
weakness of the current system when he said the international organizations that 
excluded countries such as China, India, Brazil, Saudi Arabia .South Africa and 
Russia were outdated. 


Islamic Finance-a proposed alternative to the conventional financial 
system 


The basis of Islamic finance is its value-oriented system based on the 
Quran, actions and sayings of the Prophet Mohammed (PBUH). Islamic 
banking and finance is a system aimed at promoting Islamic economic order 
based on social justice, equity, moderation and balanced relationships. It forbids 
all forms of exploitation and honors labour, encourages man to earn his living 
by honest means and to spend his earnings in a wise manner. Dealings in 
Islamic banking is sound as risk is shared between the bank and the depositor 
and investors have absolute right to know the manner their funds are applied. 


The Quran (Shurah 2: 279) describes "Riba" (interest/usury) as "Zulm" — 
injustice and accordingly prohibits it, as it is an exploitation of one party by 
another. The Shariah rules that all parties to a contract must share in the risk. 
The Prophet Muhammed (PBUH) elaborated this principle in Hadith- 
(Tradition) which says "Al Kharaj bil ‘al daman" —(Profit is linked to liability 
for loss) meaning that where there is a risk, profit can only be received by 
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sharing in that risk The Shariah also says that risks should be limited in such a 
way that it does not lead to social conflict just like what we are experiencing 
now in the current global financial showdown. Based on this, Islam prohibits 
gambling and all transactions involving "Gharar'-uncertainty, which is an 
extreme form of risk Many forms of derivatives currently used involve the sale 
of securities which the Shariah scholars describe as "Bai al—dayn" (debt 
trading). The securitization of many assets and contracts deploying large 
amount of funds. The modern financial practices of these transactions violate 
the Shariah regarding Riba, Gambling and Gharar. The principle of 
transparency is that all available information should be shared by all those 
concerned. The conventional system had a built in incentive structure that 
promoted moral hard and asymmetric information. Islamic teachings have 
condemned the circulation of capital with few people, a characteristic of the 
modern financial system. 





Minsky in the late 1970s to early 1980 revealed that the conventional 
financial system was always inherently susceptible to instability as a result of 
mismatches between liabilities (short-term deposits) and assets (long-term 
investments). He points out that the nominal values of liabilities were 
guaranteed while the nominal values of assets are not. In the event that the 
maturity mismatch becomes a problem, the banks would engage in liability 
management by attracting more deposits with higher interest rates.. He 
dismissed the sustainability of this process, which could bring about lost of 
confidence and bank runs. A proposal for an alternative system by Lloyd 
Metzler during 1950s to 60s called for replacement of debt to equity contracts 
as it does not involve guarantee of nominal value of liability because they are 
tied to nominal values of assets.. He argued that such a system is safe from 
instability features found in the conventional banking system. In 1985 Mohsin 
Khan classic article in the IMF staff papers indicated the similarity of Metzler 
proposal to the Islamic finance model. He showed that the Islamic finance is a 
moderate system that has better stability than the conventional system. The 
Islamic finance system will help reduce the risk of moral hazard and lead to fair 
distribution of ri 





The Islamic financial system has the potentials to correct the ongoing grave 
anomalies that have engulfed the global financial system stability due to its 
fundamental operating principles of a close link between financial and 
productive flows and its requirement for risk sharing Islamic finance does not 
permit deals based on nominal or imaginary contracts that are some of the major 
causes that gave birth to the current global financial upheaval. Transactions are 
genuine in Islamic finance in which actual delivery of real goods and services 
take place without transfer of risk to another party because a contract debt is not 
saleable. The conventional financial system is characterized by opaque or 
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obscure transactions like the sub-prime loans that has shattered the US housing 
into pieces. 


The much complicated and complex derivative instruments used in the 
conventional finance and creative accounting practices that have played a huge 
role in letting down the conventional finance in the current global financial 
turmoil have no place in Islamic finance .Reports claim that the derivative 
market is estimated to be worth $600 trillion that has dwarfed the world 
economy by more than ten folds. 


The Islamic principles regarding collateralized Debt Obligation would have 
prevented the financial crisis if there were in practice. Transactions in Islamic 
finance are backed by real or tangible assets unlike the repackaged sub-prime 
mortgage backed by dubiously rated collateralized debt securities crisis that 
could have been avoided under a well structured Islamic bond as the Shariah 
does not permit to sell debt against debt. The financial crisis reported losses of 
trillions of dollars involving trading not backed by real assets. This couldn't 
have happened in the Shariah compliant practices of Islamic finance because 
under the Shariah no one can sell what he does not possess or promise what he 
does not own. Islamic finance operates in moderation unlike the heavy 
borrowing and the excess of the conventional finance system. Islamic finance 
has therefore suffered minor effect in the face of the current global finance 
disaster and has proven to be a viable alternative to the conventional finance as 
it is emboldening its capability to influence and shape the world's institution of 
finance through its safer practice. Also during the Asian financial crisis the 
Islamic finance suffered minor effects relative to the conventional finance 
Claims by the industry experts show that Islamic finance is the fastest growing 
industry with an annual growth rate of between 10 to 15 %. 


In the midst of the ongoing extreme financial disaster, the conventional 
markets are resorting to and borrowing some of the Islamic finance ideas and 
principles derived from the Shariah Law. The belated banning of short selling of 
shares and cutting off interest rates by the conventional finance adherents as a 
result of the global financial meltdown reflects the Shariah principles that 
prevent traders from dealing with assets they don't own and prohibits interest 
charging as illegal misappropriation of another persons property. These 
principles have totally been absent from the conventional marketplace practices. 
In a nutshell, Islamic finance prohibits some of the excesses that have roughly 
shaken and devastated the Conventional financial system into ruins. 


In another scenario to strengthen the above arguments of the suitability of 
Islamic financial system as viable alternative, Sheikh Saleh Abdullah ,Chairman 
,General Council for Islamic Banks and Financial institutions working paper to 
The Islamic Development Bank (IDB) entitled ''The Global Financial Crisis 
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:Challenges and Available Opportunities on the 25th October 2008 
enumerated some explicit calls by some disappointed western personalities with 
the basics and principles of the western financial system . These personalities 
have seen the Islamic financial system governed by the principles of the Shariah 
as a suitable viable alternative. 


These explicit calls to switch to Islamic financial system with their 
references cited by Sheikh Saleh Abdullah Kamel in quotes include the 
following : 


1. The Editor in —Chief of “Challenger Magazine " wrote " I think that we 
are now more in need in this crisis to read the Quran more than the New 
testament in order to understand what is happening to us and to our banks for 
those in charge of our banks respected the teachings and rules of the Quran 
and applied them we would have averted the crises and disasters that are 
befalling us and we would not have reached this dismal condition, for money 
cannot beget money. The writer wondered about the ethics of capitalism which 
is lenient and permissive in justifying interest. 


2. Rolan Laskin, Editor in Chief of "Journal de France " demanded 
"Application of the principles and rules of Islamic Shariah in the financial 
and economic fields ' in order to put an end to this crisis which is shaking the 
entire world markets as a result of manipulating the rules of fictitious and 
illegitimate speculations. This came in an article for the writer entitled: "Has 
Wall Street Qualified to Embrace the Religion of Islam? 


1 The French Supreme Council f Financial Control, which is the supreme 
institution monitoring the activities of banks in France, issued a decision 
prohibiting fictitious dealings and nominal sales. It imposed the condition 
of receipt (of considerations ) within three days from the date of signing the 
contract ,no more. This is completely consistent with the principles and rules 
of Islamic Law. 


4. In a book published by the Italian researcher, Louritta Napolioni, she 
referred to the importance of Islamic financing and its role in rescuing the 
global economic condition. She considered the unusual condition of the global 
economy is the result of rampant corruption and speculations which control the 
market . She added that "Islamic Banks could become the suitable 
alternative to Western Banks". 


With the collapse of the stock markets and the mortgage credit crisis, 
the traditional banking system started to show cracks in the structure and needs 
drastic and deep solutions. 


2 A report issued by the Senators of French Parliament that "The Islamic 
Banking System is suitable for all, Muslims and non-Muslims alike and it 
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could be applied in all parts of the country ". This is in addition to the fact 
that Islamic economics meets universal desires. This is what was recommended 
by the Finance and Budget Control Committee in May 2008 after organizing 
two seminars on the Islamic banking System . 

3 There are signs of a new trend in the world shifting into a new financial 


era in which real money and actual exchange have become an alternative to 
speculative financing , over draft sales and other financial risks. 


4 Two decades ago , the French economists and noble Laureate in 
Economics , Maurice Allei, proposed ( in the context of surmounting the crisis 
of indebtedness and unemployment and to return to the state of equilibrium ) to 
modify interest rate to zero and to review tax rate to about 2%,which is 
completely in harmony with the abolition of riba (interest ) and the rate of 
Zakat payment on cash held according to Islamic Law. 


One observer stated that the global economy will no longer be driven by 
two or three trading blocs as other small trans-national, regional and other 
ideologies are gaining significance. 


Dr Abdullah Mohammed Seidu 


26-11-2008/28-11-1429H 
Islamic Economics Research Centre 
King Abdul Aziz University, Jeddah Saudi Arabia 
abdulseidu @ yahoo.com 
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PROSPECTS OF ISLAMIC FINANCE IN AUSTRALIA 


1. Islamic Finance 


Introduction 

Australia is known to have warm relationship and has established a good 
trading partnership with her Asian countries close next door neighbors, some 
being predominantly Muslim countries such as Malaysia, Brunei, Indonesia, 
Singapore and Hong Kong who are either in the frontiers of or have responded 
more seriously to the rapidly growing Islamic finance sector market share. 
Source: http:///c:/Documents%20 and %20Settings/Administrator. One look at 
the daily news is proof that the world financial system is in disaster, so some 
countries and major international financial institutions are trying to cash in on 
this safer fast growing sector which they find it difficult to ignore It is on this 
rationale that has urged the writer to make an attempt to find out the future 
prospects that is held in store for Islamic finance in Australia, given the present 
global financial chaos. Over the past several years the Islamic finance sector has 
made significant strides in the global financial industry and continues expand 
with safer operations despite the tremors of the global financial calamity that 
has befallen on the world’s economies. 













Theoretical framework and Emergence of Islamic banking 

A comprehensive coverage of the pioneering work of a number of Muslim 
Scholars who started looking into the applicability of Islamic finance has been 
presented in the appendix section of “Banking Without Interest” by Muhammad 
Nejatullah Siddiqi. (1983: 177-188). 


The generation of ideas stage of interest free banking concept began to 
strike in the late 40's for replacing interest with profit sharing basis were early 
recorded in the works of Anwar Qureshi (1946) Naiem Siddiqi (1948) and 
Mahmud Ahmad (1952) were the first noted to touch into the issues of replacing 
interest with profit sharing in Islamic Banking and Finance. They were 
subsequently brought into prominence by works of Maududi in (1950 and1961). 
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Muhammad Hamidallah studies in 1944, 1955, 1957 and 1962 recognized 
the necessity of Islamic banking institutions and made a call to substitute 
interest based practices to Mudaraba profit sharing adding more dimension to 
provoke action in that direction. 


Siddiqi (1980) indicated that Muslim Governments and Economists were 
aroused by the calls and received more active and effective attention. He noted 
that the literature that prominently floated the ideas were those of Muhammad 
Uzair (1955) and was followed suit in the sixties and seventies by the works of 
Abdullah Al-Arabi (1967), Nejatullah Siddigi( 1961 and 1969 ), al-Najjar 
(1971) and Bagir al-Sadr (1961 and 1974) all played significant roles. All the 
Muslims scholars mentioned above and their pioneering work in theoretical 
concept have been recorded by ALM Abdul Gafoor (1995: 2-3). Source :http:// 
www.katankji.org./fiqh/Files/Banks/Islamic%20Banking1 1.htm. 





The theoretical frameworks argue that the profit and loss sharing (PLS) 
mode like Musharakah (PLS) and Mudarabah (Profit Sharing - PS) will best suit 
the Islamic banking, and some even claimed that its practice will overshadow 
that of the mainstream bank from diverse points of view. Suggestions from 
Muslim scholars therefore called for financing based on profit and loss sharing 
and profit sharing in which return on financial capital will depend on the final 
outcome of the enterprise This idea was strongly shared by Muslims scholars 
-Among them include: (Khaf,1982 a, b, Ahmad, 1952, Uzair,1955, in 
Mohammed Ariff, 1988: 46-62), (Chapra,1985 and Usmani, 1998, in Naqvi, 
2000: 42), (Khan, 1988, Iqbal and Mirakhor, 1987, in Fuad and Abdel Haq, 
1996: 23-24), (Siddiqi, 1983, a, b, Khan and Mirakhor, 1987 in Gafoor( ibid;6). 


Chapra (1985 in Ariff, 1988: 46-62) favored the Musharakah principle 
which he provided two important reasons; He felt the above principle could 
operate without any model in a formal financial intermediation unlike Siddiqi or 
Uzair who both provided models. He also expressed the feelings that Islamic- 
financing institution should be regarded as institutions for investments rather 
than as mere financial institutions. 


The Practical problems with the theories on (PLS) 

Some of the reasons accounting for why Islamic banks’ do not focus on the 
PLS mode are described in the succeeding paragraph by Abdul Gafoor. 
According to Abdul Gafoor (1995: 37-41) the real world situation turned out to 
differ from the theories as applications appear to encounter difficulties in the 
later years after experiments. That difficulties began to emerge in full swing 
after five years of practice of the PLS. From what has been gathered from 
Pakistani experience with the PLS, on papers presented at the conference in 
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Islamabad in 1992 revealed disheartening and disturbing problems with no 
potential solution in sight. Abdul Gafoor (1995: 37-41) mentioned some of the 
crucial problems associated with the PLS in the following as the pitfalls: 


Financing Sector: 

Particular areas identified by Islamic banks to have difficulties with PLS 
financing are noted to be four, such as: 

(a) Long-term projects offering low returns. 

(b) Small enterprises financing. 

(c) Financing running businesses. 

(d) Funds made available to Government as loans. 


The underlying reasons have been traced to considerable amount needed, 
uneasy procedures and negotiations; desirable skills coupled with experience 
are all necessary to participate in PLS venture as there is no fixed or standard 
basis under PLS to evaluate a project, except that discretion is used in accepting 
a project by considering the various factors that have noticeable influence. 


Some of the discernible points they observed have been described such as: 

(a) In contrast to conventional banking in which capital is retired by 
periodical installment payment soon after commitment, investments under the 
PLS lock in capital for a long period accompanied with uncertainty and higher 
risk. 

(b) Earnings are not immediate with long-term projects thus depositors' 
funds whose income are tied to a bank returns will suffer delays in receipts of 
profits unlike the conventional counterpart who receive prompt income. These 
issues explained why Islamic banks show distaste for investments of that nature. 


Gafoor (1995: 37-41) indicates that government participation in a project 
under PLS complicates the process in estimating a return rate on the funds 
borrowed. That in certain cases where a Government borrows for investment to 
generate economic activity the project is long term and provides low return. 
Khaled Qayum (1998: 16) unveils the bitter experiences of Faisal Investment 
Bank with PLS in Pakistan as the director of the bank in descriptions as follows: 

(a) Too many and too frequent changes in the Government policies 

(b) Lack of desire in the entrepreneurs to declare profits and share it with the 

bank. 

(c) Non availability of proper and timely information from the 

entrepreneurs 

(d) Low ethical stands in the society today 

(e) Poor management skills in the entrepreneurs. 
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S.M.A Ashraf (1998:3) concurs that at the initial stages some Islamic 
financial institutions were involved in Musharakah (PLS ) financing with clients 
but the clients woefully harmed the banks’ interest that made them to give up 
immediately. 


The Islamic Research Training Institute (IRTI) and affiliate of IDB in 
Jeddah survey report conducted in 1998 indicates that Various Islamic Banks’ 
in different countries had been exposed to some 30 major and minor 
problems.. Various findings revealed the following common defaults: 

(i) Moral hazard played a major role which IRTI (1998) described as 
detractor of Islamic banking which has adversely affected the flow of financing 
from Islamic banks to Users and consequently, created idle funds with the banks 
leading to drain in their profits. 


(ii) A low rate of return below the conventional banks’ gains had been 
generally recorded with the Islamic Banks especially in Iran and Pakistan. The 
reasons for that were said to be the cause of extra expenditure incurred by the 
Islamic banks’ in monitoring the joint-venture or partnership projects financed 
by them under the PLS and PS Mechanism (Iqbal, Ahmad and Khan, 1998). 


Based on the practical experience problems associated with the PLS 
financing mode, Islamic banks’ financing is much skewed to the short-term and 
long- term debt financing, mostly dominated and favored by the Murabaha 
mark- up contract (cost plus mark-up) and Ijarah (Leasing/Rental) modes. The 
Murabaha technique, by and large commands much favoritism by the Islamic 
banks. According to Ibrahim Warde (2000), (Naqvi, 2000: 54), and 
(Mohammed Ariff, 1988: 46-62) the fixed return, i.e., the sale and lease- based 
financing accounts Allowing the blend of debt and equity will lead to 
attainment of optimal financing in Islamic financing system since Islam is not 
entirely a pure profit sharing economy (Naqvi, 1994, and Jarhi, 1999, in Naqvi, 
2000: 57). 


All sale contracts involving commodities sale either for spot cash or for 
deferred delivery or deferred payment that require financing are permissible by 
the Shariah because these relate to real transactions. (Elgari, 1999, Iqbal, 
Ahmad and Khan, 1998, Wilson, 1998, and Zarqa, 1997,in Naqvi, 2000: 57). 
From the Shariah perspective it is unsound to impose restriction on debt 
instruments because they look like riba (Khan,1994, in Naqvi, 2000 :57) for 
more than 75 % of total financing of Islamic Banks. 


Critics who have in the past voiced concern over the Islamic banks higher 
mark up in murabaha sale financing include: Wong Choo Sum in Saad Al- 
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Haraan (1995: 83-100), Qadir (1994), Ahmad (1994) and Zaman, (1994), in 
Gafoor (1995:37-41), and Ibrahim Warde (2000 :133-134) have all expressed 
the same similar views by comparing the mark-ups to Riba in disguise. 


The Need For and Emergence of Interest Free Banking 

Since economic theories do not address moral and ethical issues on which 
religion has based its rationale, they focus on economic gains and interest 
practices are condoned in Modern banking, Commerce and Industry with the 
exception of a few financial institutions that had risen to remove interest from 
business transactions to obey the religious injunctions. Islamic Banking and 
Finance have emerged from these. 


The necessity to articulate and promote Islamic Economics, banking and 
finance has been emphasized by the Muslim Scholars and those involved in 
economic and commercial fields especially in the recent times because the 
prevailing systems are found to be incompatible with their beliefs and norms. 
The Islamic norms particularly stress Ethics, morals, equity and fairness which 
are eschewed in the western economic systems. However, the proponents of 
those systems contend systems such as Capitalism and Socialism has been 
proven to be viable and therefore there is no need for the unspecified Islamic 
economics. The norms spelt out above answer the need for Islamic Economics. 
(Naqvi, 2000: 43). Furthermore, Muslim scholars disagree that Islamic 
Economics is untested and as such had provided argument to prove the success 
and prosperity of practices of Islamic economics during the early days of Islam 
which is presented as follows: 


“As stated earlier the early days of Islam, interest free transactions were 
common which had resulted in generating prosperity and harmony among the 
entire communities irrespective of peoples’ financial positions. These practice 
of interest free transactions reduced the misery of the poor in the society as it 
resulted in eliminating the circulation of wealth in a few hands, and profiteering 
and hoarding. It therefore created an atmosphere of harmonious society as every 
member of the society could meet the basic requirements of sustenance.” (M. 
Musle Huddin, 1992: 69-70). 


On the same note, several attempts had been made by Muslim Scholars to 
correct the misconception that interest free is tantamount to free use of capital. 
Also Naqvi (1981a) work explained that the Islamic interest free banking is 
aimed at cleansing the society from exploitation contained in interest transaction 
which is a basic goal of Islam. 
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Defining Islamic Finance 

Islamic financial system aims at developing and regulating productive 
resources, fiscal and monetary policies of the Muslim Ummah in accordance 
with the precepts of the Shariah. Islam regards productive economic activity as 
a form of Ibadah (Worship) when it is in line with the teachings of Shariah 
(Muazzam Ali, 1998: 11, New Horizon). Ibadah or worship in Islam has been 
described as the essential purpose of The Creation. Allah says in the Quran, 
“We created Jinns and all mankind only to worship (US). And worship has 
wider connotations that not just performing prayers and rituals. The objective is 
to work for the betterment and welfare of all mankind in the spirit of universal 
brotherhood across nations. 


Implementations of Interest Free Banking 

Since the inception of the movement in the 1970s to convert the interest- 
based financial system to interest free system, various Muslim countries have 
taken different approaches to conceive and implement the transformation 
process taking into account the particular situation and their economic 
circumstances. A few Islamic Banks establishments were setup through special 
enactments and by making amendments in banking legislations. Some went all 
out in their effort to convert their entire financial system to the interest free 
criteria. Pakistan and Iran chose a complete elimination of interest across their 
entire national economies while in the Sudan, Islamization of banking was taken 
up as a first step towards the launch of the Islamic financial system. Others 
proceeded by creating a dual financial system whereby the interest-free system 
operated side by side with the interest-based system. In this case the 
conventional banks had been allowed to open Islamic banking windows for 
Muslim clients. Malaysia took the latter approach. 


Philosophy and Objectives of Islamic Banking 

According to the Islamic Scholars the objectives of Islamic banks are 
different from that of the conventional commercial banks’. Islamic banks’ they 
argue, are structured to offer banking services and products to obey the Shariah 
(Islamic Law). They are at liberty to incorporate and engage in other 
investments provided they do not contradict the Shariah The main feature of 
Islamic banking is its motive to eliminate riba in every business transaction and 
to spread the values of fairness and justice in banking and financing. It also 
afford of its income in Zakat (Charity) and promote worthy causes such as 
developmental projects for the benefits of the entire society. The Islamic bank 
has to make profit from its operations to grow and help such noble causes 
especially the poor and the destitute. It therefore has to operate efficiently 
(Mirakhor, 1997: 1-11). It is incumbent upon Islamic banks that while they are 
enforcing the Shariah in their operations they must equally function on sound 
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principles. 


The objectives, philosophies and principles of Islamic banks’ sources are 
from the Holy Qurans and the tradition of the Holy Prophet Mohammad 
(PBUH) which constitutes the Shariah. 


Islamic banks’ Principles 

The basic principles are not compromised by all Islamic banks’ who 
practice the interest free banking, however, each bank has its own way of 
application because of differences in laws of countries, particular aims and 
objectives of each bank, situations in the surrounding environment, operational 
experiences as well as the necessity to deal with interest based banks’ are some 
of the factors that account for diverse applications. (Gafoor, 1995:37- 41) 


1. Mudarabah (Trustee or Agency) 

Mudarabah financing is whereby the bank provides finance to another party 
who also provides skills, management and labour in conformity to prior 
agreement of profit sharing ratio basis. It is a Partnership profit sharing 
agreement. In the case of a loss, it is borne by the provider of the funds (the 
bank). 


2. Musharakah (joint venture or Partnership) 

Musharakah financing is considered by Islamic scholars as the purest form 
of Islamic finance. Under Musharakah the bank enters into a joint-venture 
agreement with a client and both parties contribute capital equally or in unequal 
proportions and share profits and losses according to their investible amounts. 
This is similar to the joint-venture principle in conventional economics. As a 
business venture is a separate legal entity, the bank at any time can divest its 
interest by disposing of its holdings after passing of the initial time. 


3. Murabahah (cost plus mark-up — deferred payment by lump sum) 

Islamic Banking operations is much skewed to the short-term and long- 
term debt financing, mostly dominated and favored by the Murabahah contract 
(cost plus mark-up) and Jjarah (Leasing/Rental) modes. The Murabahah 
technique, by and large commands much favoritism by the Islamic banks. At 
the request of a client, a bank buys a commodity or asset on behalf of the client 
and adds a profit margin to the cost price which is made known to the client. 
The bank then resells it to the client for a lump sum deferred payment as debt 
financing. 


The one sided focus does not only limit the scope of operations and asset 
base but on availability of a wide variety of financial instruments to meet the 
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varying tastes, different investment horizons and _ risks/return profile of 
investors. 


However, this technique is not spared and free from criticism as some critics 
say it is an attempt at interest in disguise through the back door. Murabahah is 
legitimate and permissible arising from the fact that an asset is purchased by 
Islamic bank for which the bank is exposed to risks associated with buying and 
selling of goods and property. The bank has to take proper care of the good or 
property before it transfers it to the client in good condition. This type of service 
is completely different from that provided by interest based bank, which only 
grants loan of money to the client as a mortgagee to acquire the property. 


3. Bai Bithaman Ajil (Deferred payment sale by installment) 

The Financing mode of the Islamic banks includes a technique called Bai 
Bithaman Ajil, which involves buying and reselling of goods or assets on a 
deferred payment spread over a certain period. A profit margin is added to the 
cost price and resold at a higher price on credit, payable by installments up to 
maturity date. 


4. Ijarah (Leasing or Rental) 

Another technique of financing that has attracted the attention of Islamic 
banks is Jjarah (leasing).Under this method, the bank purchases an equipment 
or machinery and later finances its clients through leasing it out to them. The 
clients are given the option to become owners of the leased property when the 
original amount is completely paid off at the end of the specified period. Opting 
to purchase the property by the hirer requires the client to cover the rental part 
as well as the sale price in which payments are periodically made, until the 
entire amount of the purchase price is reduces to zero by the end of the agreed 
period. The installments paid periodically consist of the rent and part of 
purchase price, such as amortization. 


5. Islamic Forwards: 
a. Bai Salam 

Production financing is also a favorite mode of Islamic banks, which they 
practice under the principle of Bai Salam. The process involves the bank paying 
the price in advance to the client (producer) against future delivery of goods or 
products. The price is agreed at the negotiation stage of the contract and 
subsequently paid, which enables the producer to carry out his process of 
production requirements without disrupting the flow of work due to liquidity 
problems. In this way the Islamic bank functions as promoter of productive 
activities. This mode of financing covers all sectors involved in production of 
goods including agriculture produce. 
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b. Istisna (Production/Manufacturing) 

This may be termed as Supplier Credit by the Islamic Bank. By this 
technique of financing, the bank agrees to supply raw materials, equipment and 
industrial products to meet the customers orders. Typically, it is applied for 
financing manufacturing, construction, plants and buildings. When the project is 
finished, the title is conveyed to the customer based on a predetermined 
deferred payment. 


Qard Hassan (benevolent or interest free loan) 

The Holy Quran says, “If you give a generous loan to Allah, He will amply 
repay you for it, and He will grant you forgiveness; for Allah is most ready to 
appreciate; most forbearing, the knower of what is hidden and what is open, 
exalted in Might, full of Wisdom.” (64:17-18). 


Attaching weight to peoples’ need for financing, the Islamic literature refers 
to two important speeches of the Prophet (SAW) urging people to finance the 
needy on benevolent loan called Qard Hasssan whose reward is great. Ibn 
Qudamah explained the speeches by saying that the aim of granting a loan to a 
needy is to lessen or wipe off their agony from poverty (Al-Mughnii V.4: 353). 
The Hadith of the Prophet (SAW) on this issue, reveals the Prophet's concern 
and feelings for the person in a financial difficulty and his need to ask for a 
loan. 


According to Ibn Masud the Prophet (SAW) urged people to lend and grant 
credit sale: by saying, “Anyone granting loan to the needy will be rewarded 
twice (Which will equal to the reward of one of the loans granted (either the 
loans was a charity or the other). 


Providing and extending relief to a Muslim brethren and satisfying their 
needs as well as granting assistance coupled with support through a loan is a 
noble act highly appreciated by the Shariah. ( Ibn Qudamah, Al Mughni, Vol. 4: 
353) 


Quard-Hassan (Interest-free Loan) 

The quard-hassan is form of financing referring to an interest-free loan to a 
financial distressed corporate client to continue with the business or individual 
client to support his welfare or well-being. Upon an agreement between the 
bank and the corporate client the loan amount in future might be replaced by 
equity holding in the business. A guarantee by a third party or collateral security 
might be deposited with the bank. In some cases the bank charges an 
administrative fee for administrative expenses associated with the loan which is 
not a profit. 
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Within the framework of Islamic banking, moral values play a dominant 
role in financing a project. Any project that is viewed to be associated with 
immoral values, is contrary to Islamic teachings and discarded by Islamic bank. 
Project that will cause harm to the society or give vogue to prohibited activities 
such as gambling, alcoholic brewing, discos, production of deadly weapons and 
ammunitions, and casino that are condemned by Islam are forbidden for Islamic 
banks’ financing. 


2. Australia 

Location of Australia 

Geographically, Australia is located in Oceania continent between the India 
Ocean and the South Pacific Ocean Region : Oceania Coordinates 27°South, 
133° East Australia consists of a large island continent and the large offshore 
island of Tasmania. It is the only country in the world that is a continent. 
Including Tasmania it spans 30 degrees of latitude, resulting in a large range of 
climates from temperate to tropical. With the exception of mountain ranges 
along the east coast (Great Dividing Ranges) and in Tasmania, most of 
Australia is relatively low flat to rolling country. Vast areas of the continent 
consist of desert or sparsely populated pastoral land with lush landscapes in 
coastal areas, particularly in the east where most of the population is to be 
found. To the north lie lush tropical rainforests and wetlands and in the west is 
an enormous, ancient plateau which ends abruptly in the Indian Ocean. 


Australia Ancient heritage and European Settlement 

Historians on Australia disclose that the Aboriginal and Torres Strait 
Islander peoples inhabited most areas of the Australian continent before the 
arrival of European settlers, speaking one or more of hundreds different 
languages and dialects with different lifestyles and different cultural traditions 
.That their association with complex social systems and highly developed 
traditions reflect their deep connection with the land. 


According to the historians, the first recorded European contact with 
Australia was in March 1606 with reference to Dutch explorer Willem Janszoon 
(1571-1638) at Cape York Peninsula in Queensland. The next in the role was a 
Spanish explorer Luis Vaez de Torres who followed later the same year, sailing 
through the strait separating Australia and Papua New Guinea. In that line of 
order was William Dampier, first British explorer who landed on the Australian 
north- west coast in 1688, then known as New Holland. He was followed suit 
by Captain James Cook second English man in 1770 who voyaged to the east 
coast of Australia and claimed it for the British Crown. 
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Historians also mention that the beginning of First European settlements in 
Australia occurred in 1788 by the establishment of a British penal colony in 
New South Wales with sparsely populated aboriginal people. This was 
characterized with the arrival of the First Fleet of 11 ships in Sydney Harbour 
on 26 January 1788 carrying about 160,000 men and women — half of them 
convicts. The Penal transportation ceased in 1868. Australia Day is celebrated 
yearly on this day 26 January. 


Population, language and political system 

The Australian population is estimated to be 21,439,982 (September 2008), 
historically, predominated by Anglo-Celtic, majority English, Scottish or Irish 
descent. English is the official language of Australia, and by approximation 
21% of the population speak a language other than English at home. 


Common Wealth of Australia 

Australia is a democratic independent state under the West minister system 
within the British Commonwealth with Queen Elizabeth II the monarch of 
Britain as the head of State, represented by the Governor General with wide 
powers, but by convention acts only on the advice of ministers on virtually all 
matters. The Commonwealth of Australia was formed as a federal system of 
government in 1901 by federation of six states under a single constitution, with 
powers distributed between a national government (house of representatives) 
and the six states. 


Legal system and the Economy 

The Legal system is based on the English model of common law whereby 
the federal government is charged with the responsibility for crimes against the 
revenue (e.g. tax evasion), breaches of corporations law and border control. 


Crimes against persons (e.g. assault, murder) are the responsibility of 
State/Territory governments while civil litigation (e.g. negligence) is generally 
conducted in State courts. The High Court is the highest court in the judicial 
system. 





Australia made great progress from 1900-1914 in developing agricultural 
and manufacturing capacities, and setting up institutions for government and 
social services. It also positioned itself as one of the strongest economies in the 
world over the past two decades, with high economic performance based on 
strong growth, low inflation and low interest rates stemming from effective 
economic management and ongoing structural reform, along with a competitive 
and dynamic private sector with a skilled, flexible workforce. Australia’s 
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prosperity rests on her trade and the government’s trade policy underscored by 
the creation of new and opening more export markets. 


Among its five top export markets are Japan, China, USA, South Korea and 
New Zealand in which goods and services exports hit $216 billion in 2007, a 
remarkable exports increase, registering a significant percentage growth in the 
EU market with a 25% increase. However, East Asia continues to dominate her 
export market, which recorded 53% of total exports in 2006, an increase of 
15% over the previous year. 

Australia’s main exports comprise of coal, iron ore, gold, crude petroleum 
and aluminum, while imports include machinery and transport equipment, 
computers and office machines, telecommunication equipment and parts, crude 
oil and petroleum products. The CPI is at 4.5% (Q4 2007/08) and economic 
growth is forecast at 2.7% (Q2, 2008). Source: Australian Bureau of Statistics, 
Dept of Foreign Affairs & Trade and The Commonwealth Treasury. 


Religious Diversity 

In the 2006 Census, the figures put Christians at 64% of the population, 
Non-Christians took 6.2% of the population, 30% of the population says they 
have no religion or never showed their religion. The records showed over 120 
different religious denominations each with 250 or more followers. 
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Major religions in Australia, 2006 
(a) Comprises No Religion, nfd; Agnosticism; Atheism; Humanism; and 
Rationalism 
(b) Comprises Religious belief, nfd; Not defined; New Age, so described; 
and Theism 


Islam in main Australia 

Muslim Macassan ethnic group from eastern Indonesia archipelago were 
claimed to have established contact much earlier with mainland Australia and 
its people as early as the 16" and 17" centuries before Australia white settlers 
arrival .The Macassan thirst for sea slugs began visiting the northern shores of 
Australia in the seventeenth century, This had been backed by some evidence 
showing traces of some cave drawings of the distinctive Macassan boats, 
including their artefacts left over in Aboriginal settlements in northern 
Australia. 





“In a related matter, the first significant semi-permanent Muslim population 
formation began with the arrival of Afghan camel drivers in the 1800’s in which 
camels were imported by Australian explorers to help open up the dry desert 
interior and for transportation to different parts of the country. The Afghans’ 
knowledge and expertise with camels, earned them credit for saving lives of 
numerous early European explorers on vital exploration. 


Much recognition of the cameleers important roles played in the 
development of the overland telegraph line between Adelaide and Darwin 
during 1870 and 1872, eventually linking Australia to London via India has not 
been underestimated. Other major projects that involved the cameleers include 
development of the rail link between Port Augusta and Alice Springs, known as 
the Ghan, with extension to Darwin in 2004. Many Ghan’ towns were 
established along the railway with at least one Mosque reflecting the presence 
of Islam and Muslims”. Source: _ http://www.dfat.gov.au/dept/index.html 
“Further more, Muslim Malay divers about 1800 were recruited between the 
1870 and 1875 by the Dutch to work on Western Australian and Northern 
Territory pearling grounds. Most of them were said to have returned to their 
home countries.” Source: http://www.australia..gov.au “Muslim population in 
Australia began to soar up in the wake of World War II between 1947 and 1971 
from 2, 704 to 22,311, largely attributed to the economic boom about new 
labour opportunities after the War,. Many European Muslims, mostly Cypriot 
Turks seized this advantage .The continuing arrival of Muslims in Australia saw 
Bosnian and Kosovan Muslim migrants, who landed in the 1960's, and made 
much contributions to modern day Australia in their involvement in 
constructional role of the Snowy Mountains Hydro-electricity Scheme in New 
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South Wales”. Source: Department of Foreign Affairs and Trade: 
hittp://www.dfat. gov.au/dept/index.html. 


“The scene took a sharp turn by the denial of Muslims entry into Australia as 
part of the government’s White Australia policy introduction in the early 
twentieth century .This was later repealed by the adoption of multi-cultural policy 
in 1970 to accommodate Muslims, thus attracting many Muslims from different 
countries to settle in Australia. Majority of these Muslims originate from Turkey 
and Lebanon, while the rest come from Indonesia, Bosnia, Iran, Fiji, Albania, 
Sudan, Egypt, Palestine, Iraq, Afghanistan, Pakistan and India, among others.” 
Source: Eminfo@uniya.org. Webwww.uniya.org. 


In Australia Muslim communities are concentrated in Sydney and Melbourne 
with many mosques and Islamic schools, making much contribution to the 
multicultural fabric of the society. The Australian Federation of Islamic Council 
(AFIC) with its head office in Sydney is jointly formed by Islamic Council of 
each state . There is said to be an appreciable conversion and fast growth with 
estimated population of over 350,000 Muslims in 2006 (.Source: Business 
Islamica Magazine in Austrolabe, May 2nd, 2007). 


3. Islamic finance in Australia 


Australia Banking System and scope of Islamic finance 

In Australia Banking and finance practices are based on the conventional 
western banking system tradition with the regulators endorsement of receipts 
and payments of interest as the hall mark of financial transactions, contrary to 
the Islamic finance principles prohibition of taking and giving interest in 
financial dealings. 


Islamic finance in at the infant stages in the country with only two 
prominent Islamic finance institutions offering Islamic products in line with 
the Shariah principles, namely; the Muslim Community Cooperative (Australia’ 
Ltd (MCCA) and Iskan Finance. MCCA, a leader in Islamic finance was 
established by about ten few members in 1989 in Melbourne with a modest 
capital around $A20,000 with the primary aim "to offer a comprehensive 
Islamic alternative for all financing needs of the Muslim community in 
Australia". The membership grew up to over 1600, accompanied with capital 
increase over $A8,000,000 by 1997,with operations expanding to Sydney, New 
South Wales by the opening of a new branch on March 17, 1997. Under the 
armbit of Australian law, MCCA is unable to take normal banking deposits like 
the conventional banks except by providing facilities to its shareholders. The 
MCCA consolidated its position and firm grips of the Shariah compliant 
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finance and investment in Australia by offering specially designed approved 
products under the oversight of a Shariah Board in meeting the diverse taste of 
current and future needs of potential clients of Australian Muslims, an 
alternative to the mainstream financing. The MCCA has also extended 
assistance to thousands of Australian Muslim families in translating their 
dreams of acquiring homes into reality in fulfillment of a moral and social 
responsibility as well as playing a significant role in Australia’s economic and 
nation building. Income earned from operations by MCCA are distributed 
among its members in the form of dividends in conformity with the Shariah 
principles of risk sharing. 


Financial Highlights of MCCA (USD 000’s) 



































2004 2005 2006 
Paid —up Capital 19,603 22,544 25,926 
Total Equity 20,238 23.274 26,765 
Total Assets 20,397 23,456 26,974 
Cash and Cash Equivalents 6,269 7,209 8,290. 
Total Investments and Financing 14,125 16,245 18,682 
Total Deposits 19,603 22,544 25,925 
Reserves 102 118 136 
Net Profit 933 579 666 
Exchange Rate 1.2827 1.3702 1.2584 
Local Currency against 1USD 




















Source: General Council for Islamic Banks and Financial Institutions, 2007 Islamic Finance Directory. 


The MCCA has shown an impressive increasing growth rates in its 
operations and assets value over the recent past years from 2004-2006 with zero 
indebtedness or borrowing as depicted in the above table. 

Iskan another player in the Islamic finance sector is engaged in offering 
mortgage and leasing products in collaboration with other interested parties. 


The Challenges of Islamic finance in Australia 

The legal system in Australia poses some hurdles for the Islamic finance 
property financing because Islamic financing in this regard involves two 
separate legal transactions. In a property financing transaction based upon a 
client’s request to Islamic financier entails initial buying of the property from 
the supplier by the financier and then resells the property to the client. 


This requires transferring the legal title twice: such as first transfer to the 
financier, and the second transfer to the client or finance. 
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Each transfer demands stamp-duty in Australia which in this case attracts 
double payment of stamp duty, thereby presenting a problem of — in- 
competitiveness in the marketplace. 


Professor Michael Skully, an occupant of the chair of banking at Monash 
University says much needs to be done to establish a regulatory framework for 
Islamic banking to form part of Australia's financial sector at the federal 
government level, in terms of the licensing and prudential regulation of these 
Islamic financial institutions. 


Several unsuccessful attempts have also been made to establish Takaful 
funds in Australia since the 1990's 


Prospects for Islamic finance in Australia 

Signs of hope are emerging in respect of double stamp duty payment issue, 
with reference to recent legislative amendments to Victoria’s Duties Act 2000, 
hence addressing the problem in that state. This was followed by amendments 
designed to avoid payment of double duty in legal title transfer of a property, an 
exemption of the second transfer from stamp duty, which is seen as an 
endeavor to pave the way for creating a level playing field for both Islamic 
mortgage and their conventional mortgage counter-parts. More amendments are 
said to be in sight to waive off other stamp-duties, to clear off or remove the 
obstacles in the way for the viability of a variety of Islamic financial products 
in the market. 


A number of academics, economists, lawyers, bankers and industry experts 
express much optimism about the future prospects of Islamic finance in 
Australia during recent Asia-Link Islamic Banking Colloquium held in 
Melbourne on different occasions. 

The various personalities opinions aired out during the colloquium session 
predict a bright future for Islamic finance operations in Australia in Asia Link 
News and other news media reports. 





“According to Andrew Reynolds from global accounting firm KPMG in 
Australia, the country could become a hub in Islamic finance for the region over 
the next 10 to 20 years, due to the country’s economic and political stability 
system. 


Reynold contends that, a major part of the Islamic finance market serves the 
Australian Muslim community with more clients and that there is larger 
potential, also presently, they offer services to non resident Muslims in other 
countries who search for investment opportunities. 





Veto ela VI hse 





Reynold acknowledges that Islamic banking is the largest growing sector in 
the global banking world, adding that it will be big in Australia, because of his 
strong belief that it has a real demand .Speaking with confidence, he emphasizes 
that within five years' Australia would witness the operation of at least one 
Islamic bank, because of the apparent demand for it. 


Nail Aykan from Muslim Community Cooperative shares common view 
with Reynold about Australia attaining the regional hub status in Islamic 
finance but sees the distance sooner, differing from Reynold’s forecast of 10-20 
years”. Source: file:///c:/ten, by Sue Lannin, ABC News, Dec 21,2007. 


“Jason Hill, head at Standard and Poor’s index services in Australia, says he 
expects an Islamic stock market index to be established in Australia within the 
next 12 to 18 months. He reinforced this view by asserting that Australia sits on 
the doorstep of some of the largest Islamic regions in the world. Australian 
investors, given the time zone in which the market trades in Australia, is of 
particular interest, which he convinces him of a strong interest for the Islamic 
finance sector.” Source: file:///c:/ten, by Sue Lannin, ABC News, Dec 21,2007. 





Reports by Australia Link, Islamic News, indicate that the Australian 
government and the financial institutions are in the process to allow a dual 
financial system in the country to open up the way to accommodate the practice 
of Islamic banking principles in the country. 


Dr. Abdullah Saeed, a professor at university of Melbourne, reiterates the 
growth potential for Islamic finance in Australia, basing it on a number of 
factors such as the existence of a large number of Muslim community in 
addition to the interest of other overseas Muslims, the overwhelming interest 
by many conventional banks together with the attraction of a number of Islamic 
banks. Source: —_ http://www.darinhodges.com —_/category/Australian-links, 
26/10/2008. 


On the same note, another industry expert asserts that Australia is making 
small inroads into this global fast-growing Islamic finance sector with the 
world's second-largest Islamic financial institution - Kuwait Finance House - 
setting up a base in Melbourne, says lawyer, Mohamed Ridza, a leading 
consultant on Islamic finance in Malaysia and managing partner of Mohamed 
Ridza & Co. Source: file:///c:/ten,ABC News, Dec.21, 2007 by Sue Lannin. 


Scenes from different angles also indicate that Australia could become a 
major centre for Islamic banking and finance because of its growing Muslim 
population says Professor Michael Skully . Arguably, he point out that 
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Australians can see that Islamic finance has been used very successfully in other 
countries, which would certainly have some market potential in the country. 
According to him the country’s large number of Muslims presents a clear 
business suggestion to Australia banks and foreign banks who intend to 
establish in Australia to consider this sector. 


Australia blessed with real natural resources, creates the appetite for Gulf- 
based Islamic banks’ investments as the Islamic law approves investments in 
physical assets. 


Another participant discloses that since August, a number of questions on 
whether there is an alternative for the interest based financial system has been 
thrown up by both Muslims and non-Muslims alike? says Hussain Gulzar 
Rammal from the University of Adelaide. Rammal contends that the Islamic 
finance market is spreading in both the UK and in the US, describing this 
phenomenon as ground breaking opening for ethical investment for other 
institutions to follow suit. 


Australian Universities Offering Islamic Finance Courses 

The bright and positive prospects of Islamic finance in Australia continues 
to manifest as preparations are in advance by some Australia universities to 
offer courses in this field. The La Trobe university has announced about the 
introduction of Islamic commerce master degree program in Islamic banking 
and finance, commencing in February 2009, the first of its kind in an Australian 
university. The purpose of the course is said to be in response to the urgent need 
for trained professionals by the fast growing Islamic finance industry globally. 


Hayat Khan a lecturer and co-founder of the program says that the program 
combines both Islamic and western finance with modern techniques which is 
really needed. The fees chargeable for the course is AUD 17,000 per annum. 

Subjects to be offered comprise: Islamic commercial law, Islamic banking, 
Islamic insurance and Islamic financial markets in addition to other areas of 
finance Duration of the course is one or two academic year depending on the 
level of a candidate's previous studies and experience. 


Bhatti an academic in La Trobe university anticipates international students 
joining the program, particularly, from the subcontinent and other Asia 
countries who want to be trained in Islamic finance through the medium of 
English language. 

The Malaysian Central Bank (Bank Negara Malaysia) has pledged to assist 
the university on this regard. 
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Concluding Remarks 

The information collected in this study about Islamic finance future 
prospects in Australia is from academics, economists, lawyers, industry experts 
and various news media expressing their opinions about the future of Islamic 
finance in Australia. Based on these variety of positive out look opinions 
expressed by these personalities the researcher is strongly convinced about the 
glittering prospects and success in Australia regarding the future of Islamic 
finance by taking the following factors into consideration: 


The gloomy global financial picture characterized by the bailouts, 
bankruptcies and collapse of many major international financial institutions 
globally operating under the conventional financial system casts doubts on sole 
reliance and stability of the conventional model. 


The Islamic financial system which is a rapidly growing share of world 
capital in contrast, stood defiant to the heavy storm uprooting the well 
established major world financial institutions, has proven to be safe and robust 
in the global financial mess, cannot be ignored. 


The industry experts report that the Islamic finance industry is growing 
faster than any other sector of the global banking, at 15 to 20 per cent a year. 
According to “the Economist” estimates, the value of Islamic finance assets 
being managed presently are worth $US700 billion which is likely to hit $US1 
trillion by 2010. The Islamic finance sector is seen to be gaining momentum 
and a credible position in the international finance industry. 


The world policy leaders and major international institutions are looking 
for new and fresh ideas to mitigate and find solution to the ongoing global 
catastrophe and accordingly have applied some of the Islamic finance 
principles such as banning of short-selling in shares of banks' and to a certain 
degree embarked upon series of cutting down interest rates. The Islamic 
finance potential has been widely acknowledged by the Western banks as some 
of the world’s biggest banks and financial institutions have already began to 
join the rapidly growing Shariah —compliant movement. 


London is in serious efforts to quickly seize this opportunity to become 
Europe's Islamic finance hub. It has accordingly amended its laws in property 
title transfers stamp duty, by exempting double stamp-duty payment in 
financing. The British media reports of a growing interest in Islamic finance 
from Muslims including non-Muslims, because people view it as a better 
ethical finance system .-Experience would suggest that Australia being closely 
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aligned to Britain is most likely to follow the UK pattern and grab the position 
of Islamic finance hub in the region. 


Based on the ongoing global conventional financial debacle, one can safely 
predict the polarization of Islamic banks in the coming years with Australia 
playing a vital role as global banks’ are now looking forward to embracing this 
ethical growing financial sector. 


The successful operational reports of Islamic finance in different economic 
environments in the West would push Australia forward to seize this 
opportunity and tap the enormous potential of the Islamic finance. 

Australia being a multi-cultural society with diverse religious beliefs would 
not deny her growing Muslim population the right of conducting their financial 
transactions in line with their religious faith as witnessed in non-Muslim 
countries. 

Australia’s huge real natural resources create appetite for the Gulf-based 
Islamic banks investments as they are Shariah permissible. 


The Islamic finance environment created by her close door neighbours is 
likely to influence her to adopt it. 


Non-Muslim investors have begun been looking for less risky alternatives 
since the advent of the global credit crisis over a year ago express doubt on 
many Western risk management practices. 


There are ongoing debates on searching for a new viable financial system, 
the Islamic finance is gathering momentum and reputation in the market as a 
safer system and for stability, hence attracting both Muslims and non-Muslims. 
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Four Generations of Islamic Economists 


Context of This Presentation 


The present discussion falls under the broad category of modern history of 
Islamic Economic Thought. As far the earlier history of Islamic economic 
thought is concerned, we have several works starting from the first century 
hijrah to the 9" century hijrah (corresponding 7" century to 15" century 
Christian era), the age of Ibn Khaldun and al-Magrizi. What was the situation 
after that period, there was no work to answer this. First time I tried to explore 
the subsequent centuries. After investigation of 16", 17", and 18" centuries, I 
am planning to undertake the 19" century. The 20" century will be a subject 
next to it, insha-Allah. The topic of discussion today and participants’ valuable 
observations are expected to provide guidance how to deal with the twentieth 
century development of Islamic economics. Another reason for raising this topic 
is to present a summary account of the modern history of the subject, and to 
discuss the question who may be considered as the pioneers of Islamic 
economics. At certain occasions it has been seen that someone, unaware of the 
modern development of Islamic Economics, is calling his favorite celebrity as 
“father of Islamic economics” or “pioneer of Islamic Economics” while many 
seniors are ignored. 


The present classification of generations and sorting the features of their 
work is important to understand the development of modern Islamic Economics 
since its inception during the early 20" century. 


Time Span of A Generation 


Let us first decide the time span of a generation. There are different 
opinions on the duration of a generation. Ibn Khaldun assigned a period of 
forty years for a generation of human being. To him, Children of Israil, who 
lived among the Copts a life of slavery in luxurious environment of a city, 
when fled from Egypt were kept in desert of Sinai in wanderings (... arba*in 
sanah yatihun fi'l-ard) for forty years so that a new sturdy generation was 
brought up who could face challenges of life and fulfill the Prophetic mission. 
But forty-years are not always and in every case a standard period. Our 
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Prophet (be peace upon him) said the best garn (age, generation) is my garn, 
and then the garn of those who follow me and then the garn of those who 
follow them. Here the garn is in the sense of generation. We know that the 
periods of his generation and those of his companions and followers were not 
equal. We have seen in electronic age how quickly generations are changing. 
Thus, it is clear that generation differs from object to object and even in time 
span. 


Based on nature of works on Islamic economics and general characteristics 

of the period, we are using here a time span of 25 years for one generation of 
Islamic economists. We divide Islamic economists into four generations. The 
first quarter of the 20th century is considered preparatory period. This 
classification is based on scholars’ treatment of the subject and over all 
characteristics of the period. 
Since our classification is based on dominant characteristic of a time span, it 
does not mean that when one generation stops its functioning, then takes the 
charge the next generation. There will be some sorts of overlapping. 
Generations are never born on a particular date. 





Points to Ponder 


It would be nice to hear opinions of distinguished participants specially 
on the following questions: 


- Is the division of the generations of Islamic economists into four groups 
appropriate? 

- Is it reasonable to give 50 years for the first generation and then for each 
25 years? 

- Is it good to make division on the basis of writing dates and not the 
dates of birth? 

- Are the dominant features noted below about each generation fitting? 

- Should we make some relaxation regarding the border cases? 

- Is better to classify development of Islamic Economics in generations or 
in stages or in currents of thought? 


Preparatory Period - From Early 20 Century to 1925 


The first quarter of the twentieth century is a “pre-take off” period for 
Islamic economics when establishment of modern institutions progressed. 
Works on conventional economics were translated from English to Urdu and 
from English and French to Arabic. Attention was paid to edit and publish 
classical Islamic literature on socio-economic issues and many leaders were 
born who called for reform and revival of past position, prestige and glory of 
the ummah. Works written in this period were in traditional style without a 
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conscious effort to bring forth literature on Islamic Economics. They prepared 
ground for a new generation of conscious writer of Islamic economics. 


Examples: Abd al-Qadir al-Mijawi and Umar Burayhimat from Algeria; 
Muhammad Abduh and Rashid Rida from Egypt; and Shibli Nu‘mani, 
Muhammad Iqbal, Sayyid Sulaiman Nadwi and Abus-Salam Nadwi from the 
Indian sub-continent. 


First Generation - From 1926 to 1950 


The actual writing on Islamic economics started in this period, although its 
ground was prepared in the first quarter of the 20" century. First time terms like 
“Islamic Economics” and “Islamic Economic System” were used. It may be 
called as “take off” period for Islamic Economics. Main factors behind this 
awakening were challenges faced from the West, translation of Western 
economic writings, and publication of the relevant Islamic classical works. This 
generation comprises those whose major work appeared in 1950 or earlier. The 
age or the date of birth has not been considered in this classification. This 
generation really deserves the title of founders or pioneer “scholars”. 


Example of this group: Hifzur Rahman Sewharawi, Manazir Ahsan Guilani, 
Abul Ala Mawdudi, Muhammad Hamidullah, Anwar Iqbal Quraishi, Shaikh 
Mahmud Ahmad, Yusufuddin from the subcontinent. From the Arab world we 
can put in this category Zaki Salih, Muhammad Ali Nash’at, Ahmad 
Muhammad Ridwan, Abu Zaharah. Ali Fahmi Taman, Muhammad Abdullah al- 
Arabi, etc. 

We are still unable to decide about Ali al-Khafif, Mustafa Siba*i, Malik b. 
Nabi, Mahmud Abu’l-Su‘ud, Mustafa Zarga, Muhammad al-Ghazali as we 
could not trace their writings in this period. 


Main Features. With the exception of one or two all of them were from 
ulama category (religious scholars). They had some exposure to economics. 
They based their writing on the Qur’an, Sunnah and figh. Their style is 
generally descriptive and jurisprudential. 


Second Generation - From 1951 to 1975 


It came in the third quarter of the twentieth century. In this period increasing 
number of professionally trained economists joined hands. Generally individual 
scholars led the movement of Islamic economics to forward. They may be 
called “pioneer Islamic economists”. The end of first-half of twentieth century 
and the beginning of the second-half seems to be an appropriate time to start age 
of another generation when number of works on Islamic economics 





AV EVA/V EVA ul all all) Vat 





considerably increased. The culmination of this period is the event of the First 
International Conference on Islamic Economics by the King Abdulaziz 
University. The Conference was scheduled to be held in 1975 but due to a tragic 
incidence it could be organized only in early 1976. The conference provided a 
golden opportunity for scholars working in isolation on Islamic economics to be 
aware of existing state of affairs in the field of Islamic economics, to exchange 
ideas with each other, to take stock of the existing literature on the subject and 
realize the challenges ahead. Islamic economics got a momentum after this 
conference never seen before. It led to intensive and extensive researches on 
various aspect of the discipline, development of curricula on Islamic economics, 
foundation of research centers and study departments, establishment of a chain 
of Islamic banks and financial institutions which were already founded in few 
places and issue of specialized journals on Islamic economics. “This conference 
ushered in a new era in Islamic economic thought as it carried the subject to the 
Muslim academia the world over. Simultaneously, it provided a great impetus to 
nascent “movement” of establishing Islamic financial institutions’. The 
Conference provided “big-push” to Islamic economics. It moved towards 
maturity. 


Example of this group 


From professional economists: Muhammad Uzair, Baqir al-Sadr, Isa Abduh, 
Abdul Hamid Abu Sulaiman, Hasanuzzaman, Muhammad Nejatullah Siddiqi, 
Khurshid Ahmad, F.R. Faridi, M.A-Mannan, Ahmad al-Shirbasi, Muhammad 
al-Mubarak, Muhammad al-Dusuqi, Yusuf al-Qaradawi, Gharib al-Jammal, 
Shawgqi al-Fanjari, M.U.Chapra, Akram Khan, M. Anas Zarga, Sami Hasan 
Hamud, Sabhuddin Zaim, Salih Tug, Monzer Kahf, Muhammad Ahmad Saqr, 
Rifat al-Awdi, Abd al-Salam al-Misri, Abd al-Salam al-Abbadi, Abd al-Samee 
al-Misri, Abd a-Rahman Yousri, Masudul Alam Choudhury, etc. 


It may be noted that these names are just for example. The list is neither 
comprehensive nor exclusive. There are many names about which we could not 
ascertain when their first work appeared. We have also avoided here mention of 
names which are close to us for reasons. The same note is applicable to the 
following lists. 


Main Features of the Second Generation: 


- Lead was provided by professionally trained economists. 

- Most of them were well-versed both in conventional economics and 
Shariah sciences. 

- Their works are more analytical and modern in style. 

- They guided Ph. D. scholars on Islamic Economics in Economics 
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departments. 
- Some of them started teaching students of Economics. 
- Some others involved in establishment of practical institutions. 


Third Generation - from 1976 to 2000 


It includes those whose works appeared after 1975 but not later than 2000. 
Some of them, although senior in age, started late by their own initiative or were 
inspired by the pioneer economists of the second generation mentioned above. 
Younger in this generation had Ph. D guidance or attended lecture classes of 
their preceding generation. In this period institutions also joined hands to 
develop Islamic Economics. It is the period of its recognition. 


For example: Zubair Hasan, Salamah Abidin, Ausaf Ahmad, Tag el-Din 
Seif el-Din, Hasan Abd-Allah al-Amin, Shawgi Dunya, M. Fahim Khan, 
Munawer Iqbal, Muhammad Abdul Halim Umar, Muhammad Aslam Haneef, 
etc. 


Main Features: 


- This generation saw chains of conferences and seminars on Islamic 
economics, discussion forums 

- Professional journals were issued 

- Teaching courses and departments were established 

- A number of research centers, banking and financial institutions were 
founded 

- Prizes were announced 

- Some non-Muslims also took interests in Islamic economics 

- Critics and opponents of Islamic economics surfaced 


Fourth Generation - From the Beginning of the 21“ Century 


They may be called new generation or the young generation. They are still 
in the first decade. Their works appeared first time in 21“ century only. 


Main Features: 

Generally dissatisfaction is expressed over the course of the development of 
Islamic Economics in this generation due to widening gap between theoreticians 
and practitioners and the increasing role of the latter. 





- Less dependence on original and classical Islamic sources 
- Internet based researches which lacks authenticity 

- Frequent organization of commercial events. 

- Resentments over the role of Shar‘iah Supervisory Boards 
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- Development of financial Engineering 
- Adoption of legal stratagem, etc. 


But it is also a fact that a large number of the component of this generation 
is distinguished in scientific presentations due to their modern academic 
background and their graduation from specialized Western institutions. 


- They started using econometric models in their researches. 

- Specialization in various aspects of the subject increased such as awgaf, 
finance, insurance, etc. 

- In many cases their works have distinct combination of theoretical and 
applied researches. 

- They innovated financial tools applicable to financial lease and 
operational lease. 

- They have wider audience and enjoy multicultural and multi-lingual 
interactions. This provided great opportunity to enrich the discipline of 
Islamic economics and disseminate it to others. 


Thus, very much hope is attached with them. They need to be encouraged 
while stressing correction and drawing their attention towards keeping things in 
order. 


Dr. Abdul Azim Islahi 


21 Rabi al-Awwal 1430H 
18 March 2009 
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2", edit., SOUTHE-WESTERN: 2007, P. 457. 
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Why Mercantilism Could not develop 
in the Muslim East 


Essence of Mercantilism 


Mercantilism was the dominant current of economic thinking and practice 
during the 16th, 17th, and mid 18th centuries till the emergence of physiocracy 
and then the classical economics. Mercantilism was based on the premise that 
national wealth and power were best served by increasing exports and collecting 
bullion (precious metals) in return. In part, this focus on reserves of gold and 
silver was because of their importance during times of war. Armies, which often 
included mercenaries, were paid in bullion, and navies were funded by gold and 
silver. The complicated system of international alliances of the period also often 
required large payments from one state to another. Besides bullion, raw 
materials for domestic manufacturers were also sought, and duties were levied 
on the importation of such goods in order to provide revenue for the 
government. The state exercised much control over economic life, chiefly 
through corporations and trading companies. Production was carefully regulated 
with the object of securing goods of high quality and low cost, thus enabling the 
nation to hold its place in foreign markets. Treaties were made to obtain 
exclusive trading privileges. Apart from war with other countries, strong 
national governments were also necessary to achieve other goals such as, 
nationalism, protectionism, colonialism, and internal trade unhampered by tolls 
and excessive taxes. 


Mercantilism spread simultaneously over the major European countries 


Mercantilism spread at the same time in many European countries, England, 
France, Italy, Spain, Germany, etc. The famous writers or practitioners who 
advocated or promoted mercantilism are: Thomas Mun (1571-1641), Gerald de 
Malynes (1586-1641), Edward Messelden (1608-1654), Dudley North (1641- 
1691), Josiah Child (1630-1699), William Petty (1623-1687) and John Locke 
(1632-1704) in England and Ireland; Antoine de Montchretien (1576-1621) and 
Jean Baptiste Colbert (1619-1683) in France; Antonio Serra (1580-1650) in 
Italy; and Ludwig Von Seckendorf (1626-1692) and Johann Joachim Becher 
(1625-1685) in Germany. Mercantilism caused a spur in the development of 
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Europe in general and particularly 'the Portuguese, Spanish, Dutch, English and 
later also the French economies, underwent a growth shock. They benefited 
from internal and external economies by the ensuing scale effects' (Baeck, 1994, 
p. 192). These European countries took over the torch of development, 'the 
centre of the European world was displaced from the Mediterranean and moved 
to the Atlantic. In economic and political terms this Atlantic world took over the 
hegemony and would keep it 'for a long time’ (Ibid. p. 205). 

Though Mercantilism started as to serve Christianity and get hold of the 
Holy Places, in later period it developed opposition to religion and the church. It 
was an amoral and exploitative system. 'The mercantilists were amoral in a two- 
fold sense, both in their aims as also in the means for the attainment of their 
ends. This two-fold amorality arose from their widespread indifference towards 
mankind, both in its capacity as a reasoning animal, as also in its attitude 
towards the eternal." 


Muslims and Mercantilism 


Mercantilism remained confined among the European nations, and not a 
single country from the Muslim East could adopt the system or contend them. 
Thus, it would be interesting to compare between Christian West and Muslim 
East on the subject of mercantilism and try to find out answer to the question 
what factors helped in development of merchant system among the former and 
why it could not flourish among the latter. 


Commerce has been religiously and conventionally a preferred occupation 
among Muslims. But it is astonishing to note that there was hardly any move on 
the part of Muslim world to encounter European mercantilists with matching 
force and strategic planning. We find a limited parallel in Karimi merchants 
who dominated the maritime trade at times when mercantilism was yet to begin. 
But they disappeared from the scene before the rise of Western mercantilism. It 
would be a separate topic to discuss rise and fall of Karimi merchants (For 
details on Karimi, refer to Labib, 1990, 4: 640-643). 


Factors behind development of mercantilism 


Historians of economic thought have explored the factors that helped 
development of mercantilism. They give various factors behind its rise, such as: 
* foreign trade with religious zeal 
* Decline of feudal system and growth of nation-states, etc 
+ Discovery of bullions and development of banking system 
+ Surplus products for trading purposes 
* Maritime Explorations — discovery of new trade routes and vast markets 
+ Advanced Ship-building industry 
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+  Capitulations for European traders 
+ Encouragement of Foreign Trade 
+ Invention of printing press 

+ Renaissance 


Let us see Muslim situation on all these fronts. 


Mercantilists carried foreign trade with religious zeal 


It was the religious objective and missionary zeal that provided support for 
the growth of mercantile activities in Europe. Otherwise, medieval philosophy 
conventionally identified the merchant with the sin of greed; even the pure act 
of trading, negotium, was considered essentially vicious'. ‘Commerce for 
religious cause’ was the justification for engagement in foreign trade. Columbus 
and Vasco de Gama were engaged in exploration to recover Holy Lands and 
preach Christianity. 'The war of the Portuguese against the Mamluks has 
sometimes been regarded as merely a continuation of the crusade and only 
secondarily a trade war' (Stripling, 1977, p. 35). 


As far Muslims are concerned, it may be argued that from the religious 
point of view, engagement in foreign trade of European level was socially 
obligatory duty (fard kifayah) on the part of Muslim government, but they did 
not realize it. No doubt trade has been a very noble occupation in Islam, and in 
every period Muslims have been engaged in this business. But it never occupied 
that importance and sanctity as crusaders awarded it in early sixteenth century. 
There have been clashes between Christian and Muslim traders but all these 
trade wars were fought in waters surrounding Muslim countries. Muslims 
fought defensive wars only. Maritime trade being a risky venture was generally 
discouraged. 


Decline of feudalism in Europe and the rise of nation-state 


An important economic factor that paved the way for the development of 
mercantilism was the decline of feudalism in Europe, while rise and growth of 
nation-states provided a strong impetus to a greater concern for wealth and a 
quickening of economic activity. On the contrary Ottoman thinkers advocated 
adherence to old system and argued for the revival of timar (fiefs). 


Strengthening the Central Government through Precious Metals 


Mercantilism regarded bullion as money. They emphasized foreign trade as 
the source to obtain it because every country did not have gold and silver mines. 
Rise and growth of nation-states necessitated strengthening the central 
government through stock of gold and silver (Eric Roll, 1974, pp. 54-55; Oser 
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and Blanchfield, 1975, p. 8). Muslim states of the period - Ottoman, Safawid 
and Mughal - already had well-established nation-states with their traditional 
supporting revenue resource, so they did not care much to increase this stock 
through foreign trade. They missed the point that in the changing world, the 
governments having foreign trading companies would dominate the scene. 


Discovery of gold and silver mines in America and development of banking 
and credit system 


The discovery of gold and silver mines in America and other colonies that 
resulted influx of precious metal into Europe led to the large expansion in the 
currency and credit structure and facilitated foreign trade. Muslim East not only 
did not have any such advantage their own stock of precious metals drained out 
by European foreign trade. In addition to influx of precious metals, the 
development of banking and credit facilities in European countries also boosted 
trading activities. In Islamic system participatory financing existed since 
beginning but it was shy of supporting maritime trade. Sources do not report its 
use for maritime trade during medieval period. 


Muslim East lacked Surplus products for trading purposes 


Scientific discoveries in Europe, use of machines, and changes in 
production techniques caused rapid increase in production and availability of 
surplus product for trading purpose (Appleby, 1978, p. 54). A surplus of exports 
from a country was necessary if payments were to be received in hard money 
(Oser and Blanchfield, 1975, p. 9). 


It is said that Muslim countries did not have surplus production to carry a 
large scale foreign trade (Cahen, 1970, p. 35). They not only lacked surplus but 
also discouraged surplus product. (Cizakga, 2000, pp. 17-18). 


Maritime Explorations — discovery of new trade routes and vast markets 


Another important factor in growth of mercantilism in Europe was maritime 
explorations. Adventurous navigators opened up new trade routes that decreased 
the cost of transportation. Discovery of new world provided them with new 
market, and a new all water route of European trade through the Cape of the 
Good Hope which proved a blow to Mediterranean trade dominated by Muslim 
traders. The discovery of America, with it mines of gold, its raw products, and 
above all its capacity for creating other products and ultimately consuming 
European wares, gradually so withdrew the trade route from the Mediterranean 
that the Levant became an economically unimportant district indeed, in 
comparison with the lands facing the new markets. 
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Ship-building industry 


Maritime explorations are based on ship building industry. An absence of it 
would prove a big hindrance in the way of explorations. At one time Muslim 
navigators dominated the sea, but coming to the sixteenth century the ship 
building industry of Muslim East could not match their Western rivals (Lewis, 
1982, p. 38; idem. 1968, 24). Whatever navy force Ottomans had, they used it 
for war purposes and no doubt they fought great wars on waters too. But they 
could not spare their ships for navigations and explorations. They established 
strong governments but their rule was confirmed on the land only. The water 
was dominated by mercantile companies, Portuguese, Spanish, Dutch, French 
and English. 


The Ottomans were handicapped by non-availability of the sufficient 
material for ship building for trading purposes. Later about the year 1586, they 
made serious attempt to procure timber and other material from the nearby East 
Africa and the farthest Pegu and Sumatra. But by that time Portuguese became 
so strong that they did not allow Ottoman design to succeed (Moreland, 1974, p. 
169). 


It may be noted that the India rulers had all necessary material for ship 
building industry but they lacked latest ship building technique that could match 
the Western navigators. 


Capitulation for Westerners but nothing for its own citizens. 


Not only on water, the Western governments obtained capitulation and thus 
enjoyed special economic and social rights in Muslim states. We could not find 
any example that Muslim states had secured such a capitulation within 
European countries where Muslim traders could enjoy similar rights. No 
Muslim state realized that these capitulations might be misused for political 
manipulations or even colonization of their lands and enslaving the natives. 


Encouragement of Foreign Trade 


Western governments encouraged foreign trade, provided it protection, 
granted monopolies to the native trading companies and supported them with a 
number of legislations. Protection provided by the government to industry and 
foreign trade and capitulation obtained in Muslim governments proved a strong 
support to mercantilism. On the contrary, some of the Muslim rulers engaged in 
trading or monopolized it for their selfish gain that had discouraging effect on 
common traders. That is the reason that Muslim scholars always opposed 
trading by the ruler. 
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While the main concern of major European countries was ‘how to acquire 
the largest share of what was commonly seen as a more or less fixed volume of 
international trade and how to obtain a favorable balance of trade and a net 
import of bullions and precious metals’, Muslim Governments were content 
with the war booty, tributes, government domain and taxes. 

Printing Press 


Printing press also helped in development of mercantilist ideas. Eric Roll 
(1974, p. 55) observes that ‘the invention of printing created new possibilities of 
intellectual intercourse’. A number of artists, philosophers, scientists and social 
thinkers played significant role in transmitting the new learning about the 
economic world in which the invention of printing press helped considerably. 
The printing press in Muslim world was popularized only in 18" century, about 
three hundred years after its invention in Europe (Lewis, 1982, p. 50). The 
Muslim scholars and students copied the voluminous works of their 
predecessors. Sometimes the same work was copied many times to prepare 
more copies — a very tedious job indeed (al-Muhibbi, 3: 160; 4: 294). 
Opposition to printing narrowed, if not closed, the doors of scientific 
institutions and slowed the intellectual development of Muslim mind. 


Renaissance in Europe and imitation in the East 


The last but not the least is Renaissance in Europe which provided the 
motive force to mercantilism. A number of artists, philosophers, scientists and 
social thinkers played significant roles in transmitting the new learning about 
the economic world. In Europe the sixteenth century marked the ‘first phase’ of 
early modern era. It was a time when renaissance was already in full swing and 
social reform, scientific inquiry and economic thinking and institutions were 
taking new shapes. This situation brought both challenges and opportunities to 
Muslim world. However, the balance of economic potential and technological 
scope moved progressively in Europe's favor. 


Some of the reasons for this apathy may be the rigid imitation (taqlid), sense 
of superiority complex, and hatred to everything that was coming from the 
West. Such a phenomenon is still not rare among the traditionally trained 
students in the present day situation. Little attention was paid to the 
development of natural sciences. 


It is said that it is discovery of Muslim sciences that caused the renaissance 
in Europe (Ghazanfar, 2003, p.xi). Bibbs (1999) gives details of the huge 
contribution of Islamic civilization to the Later European renaissance. He holds 
that the massive contribution of medieval Islamic learning bears directly upon 
the history of western science, as upon the Renaissance itself. However, it is 
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pity that after sparking renaissance to Europe, Muslim ummah set in decline, 
and the period of European renaissance is was matched by a period of rigidity 
and imitation on the part of Muslim world. 


The heyday of Ottoman political power was the last chance to turn the 
course of history through paying attention to scientific research, intellectual 
uplift and modernization of economy as Europeans were doing. But they lost 
this opportunity and lagged behind. Not only Ottomans, the conditions of other 
great Muslim states — the Iranian Safawids and the Indian Mughals — were also 
not different. Their absence from this front left the mercantilism patronizing 
governments free to impoverish a larger part of the world by establishing 
colonies and exploiting them to their own benefit. Muslim governments 
accepted, tacitly or explicitly European rule on water and remained satisfied 
with their sovereignty on land. Rather they awarded the European traders 
capitulations in their own territories but never exacted such rights in European 
countries for their own subjects. 


In the sixteenth century the Muslim East - Ottoman Caliphs, Safawid 
Sultans, and Mughal Kings - had the guts and resources to meet the challenges 
of mercantilism. But their preoccupation with the management and control of 
their vast Empire prevented them to counteract and promote maritime trade to 
the level of Western monopoly trading companies. Their absence from this front 
left the mercantilism patronizing governments free to impoverish a larger part 
of the world by establishing colonies and exploiting them to their own benefit. 


Mercantilism being amoral and exploitative system (Lekachman, 1959, p. 
35; Heckscher, 1955, 2:285), the greatest loss of humanity was destruction of 
moral values that had been hitherto inseparable part of economic thinking and 
practices. The development of mercantilism marked the shift of paradigm. The 
evacuation of ethical principles and the differentiation of things economic from 
their normative context, truly distinguishes mercantilist writings from their 
predecessors. Up to the early modern age economics was governed by religion 
and ethics. But now paradigm shifted to strengthening state and economy at all 
costs. 
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‘gly Lal (2 pall ins coat Le Ge eliyy. adall Ihe Qa 
Adve 5s Méell deny (BOT) I sic (ib ued - i 
Aba g py adel GIS Y adell Jaa clad) Gas - G 
yield gil ge 5A cal -¢ 


Alay Adel! deus (BOT) I ade (8b aad - | 
Labs cals cla ye WSs yu Uf Aihy le gy phe Gl] Usall elias 


AS pall Seat Cue eg sg phall Clb! go le Lene Gi Leeds 4S yt II 
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wlie ery Gala ee GILG al A gall Gye a ya Gf Cle cell ls 
co baby aid a pn ys Line Ley phe Gb clin pL) ade (Sy 
cole 5 Bodeal) Ciel gall Case g 5 pall oliy cle das Gib orodiis a yb 
Basdby Lelicecins) siell y ctetlie AS pill y cLeieciice Al gall cy gS Cae gll Lda 
dated Lei) s AS pall ¢ 5g pall ged aaudl Alle Gail sd Lal Gaul la AL all gf 
4 Sa I le AS pill ge Ayla GEE cate Ja) Ge & 5 pduall Bad le 
cee LgDIs AS A) OS da glee Bae tly aes gy pebally EI Gaga 
ch Ad YY Sshee eey tela Gia ge GNIS oho fal ye Us gael GLa! ja 
Exped) She Sait — AglLall Glico gleall asic Go gy — Eluciul! ate 
SN ic a Lay (ali Goan al gly in Al gall (cl) adel a gi a yrs 
2M 5 pelea!) Sih ysV) Bald) Gun gy pliall ASILs Sadiall AS yl Gy 5 (BOT) 
A 48ls Jit pg Slgle Gila! ¢UAY! bas Gait of GI ine J dale 

cgi junta) (3 4a) Los abel 3 SUS ay I) Nha g cdl gall 


tab g pdig adel GIS Y shell fda sliiul Gare G 

VAQI SUbs dl) aga y Gell Gat 

Mie Al gall 4d aasall ASL 65 955 Go fh Gi y ol Ades Cun shell Iba) 
Mall Lig) 

edge gll Guhl LIS gs cadleill aie Gla goes GYall 

cys olgaall ASi ol jay ccuaalls Guall ela) aud Le phy dla ge GYall 
“CAL cS 

FM prc Glad Guay Adlall dedtall Gorede shell Ida Gag y pall € 
Adda) Andi) Coreade siall Jae Gy 8 of Le po abel) Sat adel 





ev) eM Sle 





OS GLa sal SF is pre ol Gall coe tel sl Abba dLall ga 
Vg is dapat a a Vy QUA fley ell Ls) Ae A gall ab qquall Sle 
(ea Ade Ga Sy ail ae gg dial of Lae gal I ULL all aay 
Sil Ga ad YY AUD Gye Sd) YL all as oll GULLY) Ga ine Led 
ad a gy ladl ¢ DU glial aif all Gar Y ob yey chi Go YI Gle 
CLAY) £8 Wiehe giluall Al gall aati (sill yall Say gall dle le 
yy Ll) GILLS Yolen Gh Ne G58 ed atl 3s Ga WL 
IGG gl) Was gle shall ceneay a g of fgiluall 
alhigd aia J jlgall Mle gaall gl age sll ul Agil) Abadlall J gay 
Alpes (68 G size opine alia s «jay Dd dada cle) pada ue 2pm 50 
Ugh US cael J oesll Gals idl lew yall oS doy Gad 
Guay pee oll Ll gy pbll of ap5 (BOT) I Sie 8 tiny dues 
deal (8 Lin gay SSBY! GSDy alll Shad al gg pall dete IS, dale! 
AQIS Abell 8 ALi ces Leg g «chal 





co GL iy aed Nhe Gd ally cial cold FAN) Aad gay 
TG pall esl ean Le ga y cde aie GMa ge Lagi) ines «Juineal 
Sots Cel Gaal aay sf EaMSTL GSM 5 pun Gaal a Gy pug eA SILall sic 
ela ob choy Atlcdl ode Guslll 2b dy .gIISIL cls ge al daa Gy! 
pkg el inne Guay Lite La Qual Lies ¢cUSIy fcISM ce Gah cyaally yall 
OLS of otal) diab ol cls Ablall , aiLall, ASILa lead Gard gly 
«ay Ae le 5 bel) 48 ob dale Sings sel) deh Ge 

Fniiall perede sell Ide Ca gg hall of ge Hay t Abadtall gay 
ball das yy Ss Gf Le pb adel Sa) adel) AML pre Ghul Guay Aalall 
Baie & 5 pall Lindi 58 (qyaill) abel) Gare Gd Aslall Aediall Lorade 
Le yk adel) AS Sid Lin adel G18 ob Greg Aandi & 5 pital Gad y cle glee 
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Sralall oly gall 6 4) gill - ¢ 

Geet g¢ lneil ale Aida 4 8 (BOT) A) aie (ld candi Le Cle ols 
Za) eecteedl OS Gb o fh adel cle Gi ij pl tue abel tls lly Le 
ar CaSe sis. y sal Ls Bae (Gy sill pa} 3) giaetinall Aad gb US shee (4 
8 Us dll Gf AIS gD Gaal JIN be ens ye a Y cle yd ily Sl 
le yk file Va g Ae glee B20 & 5 pial! dadie 

LB (le Gl ll) ae pee Ale aged ob Gal jel Ge dL Ul 
sel abe 

ial 2 Sa Jab) MY abel dediell Goreade g gpd i ge oH Le Ul, 
Baie gg pial dale gp Ua ied Jae ol ld (le Cua i ciel Jas eS 
Andi & 9 pial Cpl y cle glee 

Clase pds Gd Ge Ae asia OS Uae Gal sel ue LU, 
aie GL Jy 8 yy a a — LS Saal 9 3 Ls MLL — oad ve 
hs OLY! jcigal dabble Gyo Fidl LOLY! aiill cane Ge gle 
ol elie RAY) aie (8 jyal eaMtll oaks 8 83 (V/T) V0 ky) al 
Mae DY de gles Lgl (I alsa J cals cpa 

Lee cea ty aly Lal fl Gye Alga dt Les ab of adel! Gf Lal 
agile (de Le 5 Wile eal aid olotie lL, 


celgdlay seal a AVENA/V/) dela Wl 
aves Ave 


Sp OLY paige debate ge Ghia LOLAY! alll erase Glee gis GI) 8 (1) 
Fa) Zeal (ave V4A0) a eV ty e00 (VE=1) Gal (1-1) 
YY E Ga (ate oF) ay ery 
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SAy slarall 9 Ayuda gl Cus Ceedlury) Luci) 

Aasiall 
sey s pi se gl) sla BY! Co sede Jd2 JAY Gle Gd Gi Ae 
aS ge GY Ghd IS Yo gti By SOL) shai! Glad a sled! 
al $ Legis caja al Sys shee shail i fares shell) OLY! slaty! cle 
Ag pad GY gla sll Ge Aden Uyiluh (gi lant ALLY! oa y flagin bury 

Agdulill 5 Apagicll 5 
xa) Aiscie 

Cys osleds adlala , La ll laa Glal Gye Cass) dale dala} cals lag) 
FAL OLY) ale BY) (8 Gy Sill pada HSL: Ital gal DS. 
Ceeadigdee 
Esa) Ayaai 

ALB yee Gf Cras AD lh col g gata gall Apaal (yo atipaa! Canal! cia 
Fa yee ye WSS carte gll Lei! 5 cs jleeall aL) (22 ggite abel» Glas 
LDA! LeU Ge gedall ylda pay gh Sy 1iLe 
saa) Ci} ani 

sla 8Y! (cap gio placid ales Gals Ge RESI (I) Gia) ag 
Flank Gee lilly OLY) Lai) (8 pave ll salad) shel 
dag yleall GY glial) 
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Goal Gag yd 

Ses Gat oN jal 

cB el eB y os hell aL! (a gga sladtul allo a Le 
SDL Lai! 

AIG AAV) gall Ide Ge got y 

Scgagliill gala (8 cave sll sLeifY 5 5 jheall sLaifY! ies Les 

FALE Lgleat (ill ds Mall» Ad peal LA, Ll Qa Les 
Me hed pes! 


SLAY) Lec Ay lonely (ceca ll Cyiiy Nall aad Gf Say Hale © 


Gall apis 

5g og henall SLY) y ante ll aL) (20 sede pladtiul hlat 
od Cains Ags ye deny J Aye dae lyn Ge Cull ary God Ue 
‘Sl ge DIS ys (Cognitive method) 48) Xu) 44; bal) Sasic| 43 Lael) 
.(Belabes, 2001) £ chai eo GY 


cg AMG Lec (68 cp plueally (anda gl) suai! (50 gga ab ge 
golgeall Laat! 5 ada gl! slut) 20 ggde LG 

SUS das Ose lll Golewyl ol Ge ofall Ge 
Use CBs prall gala! ll, a) 4£4- YAY) (John Neville Keynes) 
Aa sledls cares! Gl bill Gas 4 all 843 JAI Ge Isl 8 GUS Sule 
"gaat gl) abel!” sy ggtiall 42S DUA Ge IAG) gle Gd Lawl (8 
(art) "galls (Normative Science) "S Sluzall ala" '9 (Positive science) 


eid GalalfY) sic euol y JSt: ADU oda sais .(Keynes,1917: 34) 
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ONS NA" se Gus (2) 4- VAVY) (Francois Simiand) Glens | sui’ 
4DLe 4) Could ccgaleet) ail I juadhy Md yee ga LY) ale g gta ge 
Cha oO) Tad GIS gly is SLD Gubi gues J dsleish dultie olin 
Lan ys Xela y Sasbes dey phe Cans ute go SE) GIS Oy SY) Gulla! 
ala si cill) abi sf goles howe gli lb yy LegiSly yyy pe 
(Simiand, 1908: 5) "Audi alall Ge ¢ za 52 juety ( dubai 

Sony dis Yale Lact ll Maula) Go Cutty 5S Jai se ol aby 
ere sll seaifY) Gy (Ags) 4a jal ¢ 58 Ge & iS Ged! Laity! 
ods Lid I. glad! Lewy) dal ¢ ob dls inboll Lay! J gall 
psa Ay phll ofi sail) Jane gle UDUN (Typology) Ayiuaill 4qhail 
A uedl Ay ylally dail) aed hail Gg fied oad Qa gal all Gest 
ge Su Gabi J gill, ail) Janel Jalal (g gual) ga Le Gand 
Ge SSA) pa VG pad (All ApLadiy) Aulul) DA Gye ila 
. (Keynes, 1917: 33) Jalal) Jaroll |aa 
“grea gll suai!" y "ig plural baci" (50 gga Uiy yx 

sey" ad) ailay aild dine slucify! ale Ge ¢ pd) Ca pi oa ys Y 
— getty Y Le US Jody os) \aa GY «Normative Economics "gle 
La yl) sLustil Jal Jame gle (gjleal) slic Geld. ue gil Lady 
SA 4 i, Equity Theory 4 Nel) 4. bi 5 «Welfare Economics 
Theory 4clasy! Glial ld 4, 135 Social Choice Theory elasy\ 
BLS Ks 3 graiall s .(Fleurbaey, 2007:1) of Inequality Measurement 
si (Normative Perspective) Gol geall 5p bill ps "sled! ala" 
(Jacquemin ef al., sta—i8Y\ alel (Normative Approach) 43 yea) 43 lal) 
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ol sal ox as Ga yall jest Ike 5.2001: 7-8; Jurion, 2006: 11-12) 
dle YI" a pet Sgliny Lorie Gull Gy pall gill 8 gysluaily 
Oey Lash ys Leal slant) Gf olage ale Gets HS Cus "Ug jhedll 
Ful gf loa! gf dpa aL Se "yp Ss of Ges Lb" te YI 
Aghia BY) ALS ghull y Sli gl asd (cine oll oLoais! Lol dolall Asli 
(VAE 1a)440 «Samuelson ef al., Ale} 5 Cy gulizalu) & LS 
ace gk gt cecegll shady) Gf" DU (Ti a peill 57 ft, 
sla 8Y! chaby Leiy Apsley) yal gall jad» Chey Gla gil sLuaily 
ae Grigg phe gl shay! Gull peed cs Sill ial gs lea 
Malad Auslgally Gb (AM) IG MS 8 Ley ED EaM GL dudeal Gy Lebel 





.(Wong, 1988: 920) 


se BY! pte Caan of" 14) hy Cag) Gus Gye ze geil DAT Gey 
Ay rall Ayslcify! a shell Go Ga ally [...] Gils 8 Le Lal js ga ante gl 
Ci getL SLA  SLalll paket Sr oh hat Le Lala gs Meola | 
ts) Lacing 2 ale dag: A pall ilasY) ao spa) ode 4i jis pins 
cle Gs (ALA SiSthedl) (de list, Gal! yall, ALS Leal 
Agee Uy ge Gait 8 A ll Sha) AS iba!) GLALLill y auill y juleal 
Cilla) apa ead (al) itil Gadel Say Ai jleall ode Guay .(Gezil 
.(Petroff, 1980) ."lel ya! Gye de gene DIA (yo Clue gi asst J 





Mig sly) prada 9" ALM Bassa!) JLSZy) 
Lol 55 Ligey ysl Age Leal! 3 SIM G8 "Us lea! ganze" AMUN eas 
Ae shoul s (Aa pail cle ilall) alally Galall sc 5 ol) Gay Awd y 3 yall 
Aeleall SLES YI 5 Ap pill Ap pall’s Aly penall s ah lls culls Ald gl s 
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ideology 4a 3h! 





facts ail 3!) 


values ezil) 





objectivity 43c 52 sal) 


subjectivity 43c gy DU) 





inductive method \ t'\ ggiall 


deductive method glalsissY\ qgial 
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prescriptive gd) 








pale Geglall y coil UY Sebel Cay 
apoal gall ash ELEY ceils (Ia geil Ga Gaailiill USs 
itis sé gat Gael y .(methodenstreit 4AYU) "palial ¢ 5" Cree cil 
Fins paall oly y Ge (a) 41 ¥- YAYA) (Gustave von Schmoller) 15a 5 58 


cage (a) AV 1- VAE+) (Carl Menger) joie WyiSs asta) a, ju 


Fe jaa) ods GUISES (The German Historical School) 4giaX\ 4454 10 din yratl (1) 
+ YAVY) (Bruno Hildenbrand) 3) jabs 53552 GUUS ge pV AE + gine 8 Ay Sill 
sy alley Gale SSEas (2VA4A- VAYY) (Karl Knies) US J IS5 (2) AVA 
eae SL) Gg tilly jus 86 Gass (2144 €- YAY) (Wilhelm Roscher) 
op has alli age y 8 SG Goad) Sse Usilyall oY 5a ecinl (a) ATY- VV) (Hegel) 
LS gle t jpst Milles Gul clei) alle dass Y ai) alld (68 agianas . pale 
ceili 5 AU Glad Abs pe OS Gh es Aeldis'l  dnlLowy) Jal hl Gls 
aleill (gle Ayine Gleradill Sarde Auagie (cll) guatll Ida ald, . yieall uuu gall y 
Epa gall Me Gd GMs Gulu gan le FS Maju lacy (AI gL) 
ALA Das J) i ad yg ge AVAL S Cl ge Card By (Monographies) 2) 3) 
(Gustav von )ye8 yp 4 tte gt Leal le IS cell (The Younger Historical School) 
cles (a) 4V1- AEX) Georg Knapp) GUS &) 515 (214 ¥- VATA) Schmoller) 
Ss nes lal aki SSI all Ge 0 1S ga sts) tl hall of Gs atl 
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= VAVe Cyysball 8 4g yh g SL Va alley 15 Vip ga cy glaseill ds ral 
VARY 8 cp SUS abs ge Cale A) LAY Gye oda y spl AAs 
C1 SM Ge @ Al Ags AG Aaa) ates 
cqetlyaall suai 9 ganda gl! sLuaisy! Cys 

Mel Bath (68 LLY! 4 bls Asi aie) 4a bl Ge el jl des 
raleaifY) le ¢ pages days Som 

acle = sla ty) ple <<) iS ga Le dul Gle LB atts Ua + 
$ (Positive Economics ge oll sluatéty! 

she BY! ale) GS Gl cass Leg GAS ga Le duly eta da ol 
$ (Political Economics coll said) ale = 

oid) palais) She (Positivists) Gye sl OanlelfY) Ga 6 
ae ie Ayers oll 4a) ball" ai) gic tS ce (Francois Simiand) Glaus | sci’ 





ee US Saal) GUUS GF Sule a arent» jalatll 42 I Aga Ge gay Asngial 
OLY csLiiel ge tsi) syed ast is yal dye Gey AML! ball bia! 
(gales) Seal gd pole JS pales oly ghee os oh Gay Asha) duludl 
Fe yaad s Asta) A al Gy cogil ¢ 5lil) gle 5 jill obo Gay. cuiluall y 
Ag glace 

ual (eeetiy M(The Austrian School of Economics) sata Ay gluuait) 4x jaal} (1) 
Lense ab all dapall degidl Gay Abus Ab (Vienna School) "“Gxd up" 
Ae pay Ley gail cg pod Jad plate go sal ghill lS ODL ¢ gene ued 
adlars cine) ide gay dail Dandi le Ju Spall of Leja! ob Gy 
gb pol Akers gala) lad gd Alijalll ISY Ge obs lel Qf Gel 
seVAVY gf Malet Cc sle jade JIS GUS p83 ae Leblas Guaihy . acinall pati 
(Eugen von I als od 5: 58 Gan sly (Karl Menger) joie JS tlgalies jetl Gey 
- YAY) (Ludwig von Mises) Gu jee Ust aa gly (214) £- AO) Bohm-Bawerk) 
abs gles (2)44Y- YAA8) (Friedrich Hayek) hla Gia ds (2) 4vr 
-(a48e- 4¥%) (Murray Rothard) 
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greifY| 5 «La méthode positive en sciences économiques "sluaidy) 
ats (a (ave 4) (Milton Friedman) glad gsile SY 
gausiss (Essays in Positive Economics) "22 3) Saif) (8 SY tee" 
aac" 4S (a (AV AYA (24 al all) (Richard Lipsey) (quand 2 Li) (iS) 
shalt! ale ol Untroduction to Positive Economics) "ue ysl) slut 
cal Ge iiaee Uae 9 lara! Let! oly Gils ga Le dul ja gle peal 
ale OS: Ol Gsdues (Friedman, 1953: 4) "Aa jles alSal sf DS) ii ga 
vel jal ple! Vale dias 3 gue Lida eins Lalo alias! 
Spal" A gic Gelicn GUS desks (4 Guslallf) Gane jut Ley 
Aaagie (y gacies aeil (Fondements d’économie politique) “usluaal dluait'y! 
(Jacquemin et al., 4 yea) A lial 5 Arce sll Ay lal coe yy Agdas y 
"gabe MW sLeciB eisalye 4a) ge US Laake 8 Cy 5 9ST puss .2001: 8) 
48 BLY) 4a jh! Oy gaat agaete Gl (Principes d’économie politique) 
.(Heertje et al., 2006: 16) QdULSS gg > LI GY Abi) 4b, 
4d yd (rationality) 3 ' 488) a3 Lika Als_ayl oka gh, 
(Individual freedom) 43 yi) 4X3 ya) Gus y8i 3 ls sl «responsibility 
.(Léwenthal, 2000) (collective choices) 4yeleal) 2) ual) 5 


Mg sya cgaass" As) Lag 
apo ola Gad Su age Lal Ct) ASL ode Gaal ge ys 





(Hilary Putnam) lise Ds Se) Ca pedal) GES Gye 3 ill ode Gl pie Culttal (1) 

(ad AYr ale gry) 
The Collapse of the Fact/Value Dichotomy, Harvard University Press, 2002. 
Fait/valeur : la fin d’un dogme, Paris, :¢) s3 4y3 i) dep fl) le Cull! a, 
L’Eclat, 2004. 
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Zot oh o-Se Y aiid ol 58 Gall (2) VV V1) (David Hume) 
«gh Le "eg shed canes" ASL efi g aA gl) Ge aaill Y 5 pall Go Lidlain 
AL4 peal J Gat ALS Abas (g heal Sill y cente gll ial) Abas + 
bill» as gall pe a sll hill ¢ 1A Apslail 4a jee ae gh Y (tilly 
sCallull (g slyeall 


pond Gist bs plas ceva g Sil) c) catty be Gy Jnolé an ages 
elidel ate Cb Gperadtall Ub Gyo Mya Wats! ZSLE oda Cull Sy 
e252 05% of Gates" pnaal SE is LDU 5 QoL) Aya gisll 5 48 peal 
(Blaug, 1986: 210) "& 5 5ls5 G03! ol" 587 lbs «(Boudon, 1995 : 84) "SLs 
vas: o) (Putnam, 2004: 15-36) "JuetYU" "ssill/ Std sl" 
Si Lg Aad Aalayy be Lisl Sis Gente gl) slant) (8 pasting A aspléall 
OY (Blaug, 1986: 722) A ya8 LAlSal lb ..4 Jani (Pareto optimum) 
OLA ALS (cle 5 sDhe . psilly Ab gate Alec ail an Gd ga ail sll) bull 
lees dees os Gi YSey ALIS dudliall 45183 ie GL bill Gans 
Se Ayala il Gly ys allie g Lgs pad ASI) Cae als gl Ga 


sili] ja) Gaia gs 





¢us—J- (Walrasian General Equilibrium) Q4|_ Ja ale oj al 448i 
Sey GUL Gye Alea ied (taxonomic) Ayiswet OSI Ales Ys dere s 
ol cle Ja Jae 5.(Blaug, 1986: 8-9) dale! jal ll os fp UDA ye 
OR C2 ot 5 se 8 call ala) ue ll Ape ll lll 
René she 485) gest yill Saal) J pds oacall Ida 8) Aes gal phil 
Ue guia ge Vash aeadl oid ab (oo ll slaty) Gyf!"2(.190)- VAA) Guénon 
ald Ge Ely oe Sunil Nae y Apliaify! jal slall judi lac Le 4d peal! pal 
VY Gaty ll Ge aed gl) Led eeaall (Seal Ga al pgs gf ald oe a 
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alastind sf sgl GAY) ial Le 4 gli Lay eGball 1g ll ade (abs 
.(Guénon, 1987: 46) ed Gadi Go 98 clay (ill ill 
O93 I th leg Go J Gas Gy 

ce WY "5S oh Ga Le" gy LEN Glee) Luni) 0 gets dea 
‘Agg pall Aa) 8 ade Ay pales) y Anu all tall G8 ST jek "OSG 
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What should be Ce qui devrait étre 

















© laalll a ye ca pall (sll aie MI gay ad oS 

dene gb gl 5) le jet Jp Mane Gb ol oaeill § GAY! Ids Gf 
Sagat ab Milles (ca Jat auill » juleal! 

"os-S aa La be UI da avo WI US Ga late gl 
Gide Gala Jest 

SU AMG se Alas pales 9 HS "YS of Ga "syle gf 
prea AYE Aya pubes 9 HAS ced "OS ol aa Le" ale Ld. sill, 
«Gus pct y (gala) gall Cay yl Lila 

ealé al 5! 5 (Commandment) 54) "582 ol Gay Nl 5 Le los cl * 

aa 8 "ys of as La 5 le ely lia Gam G4 (Categorical) 

auf JS Adal Guse Callas (Hypothetic) 4l_s8) all) 5 (Recommendation) 
(Paul Jorion) G52) 3> U5: Sel) gael! J si) Analall o je lie y shall 
Ailes pl Sal dy jleall 4, lial 5 jtia "clad seid" US desis a 


.(Value judgments) psi 4aleie alsal i (thical judgments) SL88VG 
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Ag aad) LS ie Keg peal) ASU die dagel sf die Ugal on i Vs 
Ag 19) cLlac} pis Js ALoll) » yeLied iy Lene Jeliiy anh US ay jlaeal 
SIE LAY pice) yo ap jall DL) call Gaasds le cpl ALALSI ALaall Caagl 
lead JY le ghee gle lial Sal eres at da [...] SoA 
"Zell 5 olde Cus asl US Lgic Cissy ALY Gye Alas ode $4 pall 
le peli pled) aunty! Lege GLb > sbaiall Lae Gey .(Jorion, 2006: 12) 
cts ill Sa IY) Goo Le naa YAS) ld) ial Gal sil at 
1AM! le hands 
pays) Aaladl ooll cg slmall sLuaiify! 5.56 

Saal) gb poled) sLaBYL pla) acl Glad Ye Gill La 
(Lallement et al., 1997; Fleurbaey et al., 1999; Leroux et al., 2006) os) 
J tess opie Abb Ag lV) GLA) le Gere sll sheify!) Glas gf ae 
Sy On eli sf pte AS cs heal sLeiBY! § Aeresdiall CSI cals 
Bel 8 dale) 4 all Jaa (Jats (Bergson: 1966; Mishan: 1981) S2clie 
Alay Mie slay) ale Gf Leslie 4a.83 Al) J paca gll golrailf) Sal ay 8 
6g al) gale BY) Sal og Beals co) 4d Glens Lacey IS 
coolant) sey Ge pall) Quad Api | ety al cures pal Go guellrs 
«(Maréchal, 2005) 

Jog alall slaie Yl fda of (OLY! slay) (4 Quill Gan Gy My 
So By. OLY) LeU Gy Ses Jidieeall Gg pots y obeall Lagi 
corel) sl SU aL opal (8 gan GIS Gly placa! Ida Gf gs 8] 
lay AS Y Aaa 68 gg co gual Gd sl! 3 ga tbe Ga all old atl 
Swh (OSs olbaill Cb Cua AIS) oft Sisal os atl GLb Ge 
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Di ee J Oe of oa LS Ysa US al pl agi Clsluall 
var aaills adi elite Ge ef GIS Oy A) Ge sll Ogle Gis 
ello all Gital age Stit (Mills, deal! el gl aed Gyo eid ed «Gall 
AGLI 5 aaléall ¢ jay La ja eds 

OLS Lexiic ai) (René Passet) aul) aig ai ill golly! Jawy 
OF ines elite 58 a de lab "!(Unstrumental Rationality) "les 3 a8)" 
OS al (Salendl co Ayala) ApS Sal jl) ead sla Gals ety) (4 5a Bl 
Lae oS al Mills aLeiiU Aplay) ilaaY! Lars ¢ jb! dale ullis 
Alga Ga cell 6 pall CYL Ga YY) Ahead) GLa jue 
a cli AseSl) Sal jl of qeeall lat Lente 5 dla yl) golaidy! sail 
Blin US Gastad Al Ail) asgi 3 yale Ql) Gl gay Gaal slid Adal je a 
ay Last 9 Ay jleall Alba! Grind ySeall ye aay al alld «galieiél LLG US y 
pail 8S 552 USD sl aby acinall Ye o Jal Ale dey Clalall Aut 
a oss ara sill ll CY! Ge Ja Apsley! ALeeall old AY! ¢ jal 
Le azeleia) lula le elundll Gas a gad dy jlad) dla) 42g 
LLG Ad @ cine ob led put y Uuelail al sls 48 getins | anil! ga 
alee GY td cdl jain y Culile Qcine gt Gl gall GIS IY Shuts y elas 
bY VALAY) ode fil Ula ally Y ane gl) Lai! Gy) all faa cl lls 
Y OSs. cee Qi Alas Go ALYY Sane CLD Aid YY "gl tia" 
Sis le Ansell of tu Nay ddl Mok GU dela) Utd a gy 
.(Passet, 2003: 6-7) «g jheal dial cl) (citi ALLY! oka 


cee DAs cole a LI dealt ilegl sly le colle a8 jl) pet (1) 
GY) Giga! Jat lie YI 
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cba) seat) (6 og Jlueall y (pdiuargll slutty) pa ggde adi ge 

sha BY! Glin fg obeally pave ll Le) (2 ede: olcia! fay 
cet OS Lal) an! De Leal) Gobi Cus JB le Gf Ga Ae LOLLY 
ple (Bde Sall Sey adeil gall oda! sles Sy) calle! yet gall 
HLM Glos Gee sedall Gade Se Vy (EN TE YEA chee) pv AVA 
Lash, (OLY) slag) Ga Gta ou Ulal LLY) allall Qf Jail, 
Das" gd OLY! Law) (8 odes Quali quali) Ga spsl 
Like LY! sli als cilia JS ys debs LOLA sles) ga. 
she t8) LOLLY! slay! Gf oolbe YI ges GuS Lika! BSLV) ant yb cae 
cele pasts Al js ele y SAMS Caras NoLLaa) G5 Gl US: Jed ccs lee 
CF as Ld Speen gl GS gh Le punail Aglare (oe ple Gals": SV) gall 
CSD cal gl aad Gol HIS ga Lg al Le Y OLY! sLawyl [...] os 
she OU 9 Sy deed. ST Ob Gt ba gl cos i aa Ly de 
AVY 29994 ¢ jac) Mell oll juss Gf LAY! 

de DS gs Jilal Gps OLY) shay) Shy hy eee DR 
shea BY) (8 "Up ee SLeciil/ cena y sLuciil" Asli) slasial Glad ge asl 
Sead oe 5 ol esl ‘(cognitive method) 48\_3¥) 4% ph) DA Go GOLLY! 
Cs) ans (of Alene (ot g Any g pa Comal Lada g Lacie Jee duct ALi 

J ey "Licks! Lode die gs OLY) shail" Lil sie dy 8 
cle att) ob oles gl Ueuny le CLAY) LY GS Ge Wigu ¢ ob 
ley) ghs 1a) Lis Sys Gagie Yao dlls" Gh Glillae axe Jauu 
Cabal) Gusle BY) Gaia le aby tiles dl tues ele LOWY! 





£Vo el Sle 





tall 1a) allt ees sheall abel Gave sll abel Gs jacill cle Glia! 
Caple HY) Gas Ssh Ley Gall og Sal lll (8 SOL) saluai! 
gles ale OLY) sha HY! Gf ALLL (Positivists) Gas sl 
Cag Jal dllia holes Ys Genes Lele Gallo phi 8 SLAY! sla! 5 
AM e 9S Gf Sap Lagiss Seal Alas shy ereslls sole Guill 
Ore Sad lal os ol OLY! slay) Gf gies V Nha y ape out 
eo le Kall, AES Ga pee Gf ail py Ape lly Alea! jolie 
ce ght Le IAS Lisl Ay lel) GY ial jee sil ala GS Lt Ge 
. (Manan, 1983: 53-54) “Asso gll GY sill 

FAL ayy 8 Gop ey Gall of easy ebitall Ida DA Gye 
ALB pall Apa ce Lely SB) Caled "pete ll Le ig eal sLeecy" 
(Manan, 1983: "Le as (cl) Allene 6 55 hy clyd st ye Vs Ay pe 8" 
Slo SY) 8 Ad no ll y Sy lanall gs ball pd andy pre ae 60) 
goles po Le Gp dead os aa Yd sly sed Goal Bol. ZL 
slo YI" (Aly ds gh ILall, Login Jalat vila Uy ares gt ley 
gh Leg) Gal "ee sheaf) COLAY) sled" "glee slats OLY 
wo hs ob cine 
slaty) ple Apdlu) gidai 

or "Zeball yp sqdall salaigY) ale Ape.) Guia" Ugil gic 4B yy A 
‘Led Cll gue gle AdaDU Wilh Gal 

Sqedluby ail; dire y ue; sla ale Lag GI ySy Ua" 

Qoeeal ALLS Ayalle AysLaisl (Gal sé) Gis age y LIS) alls Ces Ue * 
Ascii! abil 
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(DE os dlls 

gl Ah eg AY ghey july Ua yee aba of Ge pe de al by (I) 
ale LS Ge ell il ga. allie Gh YY cleat) een tts Gl «quail > 
Lg athe Gh Gal GY pie Y (seit) Ley ucla! 9 glell Lek) 

aaill janes LAL Lell Ge pb le OLY dey pt Ge pei ol (W) 
Ayala) shall ye dynes GY sie Gle is shi Ls HS Las! 

(1 By sSdall) sLedBY) ple Ugall ates Gh ap Y (all aul) Wasa 1518 
cis ba Na gal) Jee gh all te gl OY dell Gl} Lil y DL! Lad 
La) etl ple (285 of Ste Lies (O) gh 5p Stall CY shall GI 
AT YA lS 5) 

cod tty be Leaky Jaeall (Sa Yl gy Sl Gf ee yall 1 Yo Coss 
Ale HS; Gals gY jae Y atly cs sleeall bell ol) ety Ley Gente ll lel 
ings Arce gly plea!) Gilda!) padi dL al Ys athy ol dda 
wba! sleify! LLY dings as 


C983 Ch Ging Nabe (edly) alec} ale 
NeDhl j glabe yo aluaify) ale Stine” US (8 | pL jac dene ate 
oO) eas WLes (Lay sles! ale" Gl yier- gal) Gaadll 9 9 — LL 
ah Laloge 56 a hall Gadling (VAY- VOY IYO Lt) "OS 
Fisgs (lb chad GIS ga Le U8dLis a yee gle (gaiktill aLoeiBY) poids Lady 
Oh Gea be Lead ds cgi ga Le als 2 jane 8 Cul GOLLY) alu) 


CHaabally all Luas" ll Snag gs QOL) ei ans SI, 05% 
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ould gue Logi jail gas La es Go ey LOLA! Glalll (4 sila 
Fyulpa Wy Aplin) 5 AcLein| y Apudill Lol gall Glide da ee AL OLA! 
ope gh (EY LY 60 lls) "Lal pai) Ihe Ge Al ygucall Ady Lill y 
V3 5 Sa Ch Gay Ley GIS ga Le Gy Lalla) & yell ap pat des pal al 
(oA Bp 3 gall me GAS ga Le SUSI Aa gene (8 Sie AIS ¢ by 
4S Gh Goa sill Gy bl Ga LLY! allel (4 dial ll 5 fall (4 an gh 
cB BS Lictla YS ls gall oda Gl un GA clad agS ghey cy pall 
LIS Ud GS ga Les Lad G5 GI Ga Le OS SI jill Gas gd «lll 
AQVAT ra¥ ee alsa) 


‘gh be matty Nagas 
shel gp SOWY) sbeifY! Gh Gad deaill gl pic Gye a gueaiall gf + 
Ay leall s Aye sll oth lel Gay eens aif Up dad gles 
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Ag lel 4 liad gal shai) ge judy GOLAY) ala) Gj + 

FN glas ahs ge aslls plea Gutlel) Gy LL, Jala dllia + 
sliss git jl Ud dale 5 Apres ue 5 Albee 6) Si fb Legis uaill 
ells) dy al gay Y goed s cana gll Oy aiid (salt) sli) 
(VAG TY 680 


98s Ob cing be iia Gd oe Ce July Olu! sLeailiy) 
TNL ale gb jan sll" 0S Gg paiill B55 sens ig y 
BLY Legh Y any Gas lb Gls LOWY) Asleiy! Gla pall" 
Fal yo gl alas y Gn daS Loci) Lally cqyilS ga Le Luts cl aleS slutty! 
Cada! 5 Asleaigy) yal glall jaud DY) ae Ya dll GS Gl Gals 
SLUS ais AGS 5 sally! LLtal Glas) ani ge dogs Le Lal y «legisl of 
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cole aaa, gale) Lill 4a gs oil OLY! alae) 5 yy Lia y Lil 
Fabidall AlLauk Malls pall sles) ye justly Cues ¢@DLAY) pulled ¢ gua 
(EV IVAVE cog yaiall) Rabin LSI B2y) allcsh clea) slay! gf 


sh Siig june ales Quay aloe sles) ale" gf SU Gall ances 
Cl gil oda Le ines (Sa Y Cus AT 5a Gade sf Gat a ih 
Yiiple Gillis 2 lal, ok) J Us) aal ) LAK Gal duly 
Les Ayal J) et tl Led Calis Y Lee GIS ged lel Anata Vy Gud 
ALi hy Gail sl ode Shee} 4a UI clade! leewlie J Lala tay 
CUS Ape) Aabdall SrLBY) ga gh Med clgie BLE 5 Lad Stil 
(gale HBY) LUM ase gd Go Adagied Le Cues US ASI al J dla I 
sleaY) GLB Ate ASI stl gl Aallaal ) sf Gals 4ydL) dee dyes 
ae Gee a call Solel) slaty! J ja) slut J LAY! 
Lee gag Lally cash ale GH Y Lee GAS ga Le Gaga Y aul) slaty 
Sis ee aan US oad Le Caen DLAI alge 5 gis Lee GS ol Goes 
ay) dis Gobi Ql Ayo gall ile gl aur yy Aloe) sliall alaal 
Led tee eb ld alas) ale GE Gle GhsLoilfy) 9dg8 Iti, 
ESS Les Apel! Acland acne US (4 sail) DLVL 4h, dade 
DEAN s Apsley , Acland pb GS) Guees pills Go gntlll a8 
ALB Ny [gigi May play Wael ey peetiy ys Les Al) alidlly IY! 
Cats cola yl ale dallas Le Gils ga be Gl golsify) LL&ill gus 488 gl 





SHA (LAY) alee) dallas Lae GS Gh Gag Le gi Bit Ide ae 
clea BY! pda Vale G82 Gh LY) SLY! (68 Gaal Gye Cally (gM 
(EV! EV EVAVE cog peal) “pe DLUY day pills g 





eva eV hs 





2 St Ly leall s yee sll th Meal) paving Gall Gf eealy Lia Gye 
Aga Leta) le 


La! Al jo (cath Ley calell iat (ot) pat "YilS ga Lalo gl 
vga) oLbill » Gadall lis cll "Ys ot Gas 

pL" Gs Y ath sa! ple ge jad OLY! sadly! gf 
Dg ysl Lee "OSs Gf Gans Let Ga yay Lal s cal ale Cabins Y Les "Ys 
ayy Ale BY! slat Ghai Cus ge cine US oad Lb Gus GLI 
Bw) oda Gubed I) Ayr gall ile gl 

Ayla a8! abaill » Galdall Ge oe Ge uel DLuY! sluailly! Gy) ° 
LOLLY! pulled c pa de aabiys golbaidy! LLM aay al 


S82 Ging GUS Le gh Gans Leg C9 OF ha Lay GIS gd Le Gs 
Boe! Vlas die OLY! sleifyM" 40S (f ile Gam J sh 
as (what ought to be) os83 i chats Les (what is) GS ga Le Gu elakall 
(what O82 oh Gay GS Le 14le Glas La gh y AT Lala ind & slalecy uly 
Noh Qt) — dies 3 paUal dual Gils ga Le Gy [...] should have been) 
5B Leg cues Say Cure Sled cgi Gall a9 LS 5 alll ga — VL) 
Dh J ey dang Ss ple DI OG 3, LIS OS F GIS 
Jest sh weg ce yaiy[...] DEI jhe J aes dies dy ls 
68a ch Gay lan ad J — atl — ae pall cS pail of — 3 yaUlall (3) ill 
Baal) 95S basic O83 ot Gay US Le Gil y Gils ga Le Gf ald ine 


Aya] DU) 5 pallalls WSs olde Gls) Gast a aS pall 2 Lis As) Yl 3 pala! (1) 
OSSD gh Angalall a8 (ll ya) PUI AS ja) 
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Oh eas GES Le Gill gg Y GAS ga Le Gl 3 pa Uall Gai yal 1) Lal a gl she 
oh AY) lasik A oaball gf ALG SI) p lal) 6 Cunt gabetnas s 5 
Zsa A) hash of — Gils ga Le Aula (le ake gill — (Say 
Borie Sigal (8 Weal gu sf ayae Gl ja 3 paUlall Lal jay 3 yaUlall cea pall 
We G) ball ALDEAY) GI lua J gle gl set Ge GSeh SI 
Y= US = 421 PU) 5 alll Au) jo le acts oll SI LY) Gg 
coals Gad — GLAD Ap GY! aS yall gi — Ap! oY! spall Lalo of ele 
Gos le ped Le pe ge Gail dl Lal Yl Se Yd Gas Y olay! Gl say 
[L...] My Ys Lh ge Y Al PU spall & ged sat gle Lege 
(pls Gall o pes Gal ead Sell go 9S oF eat Le a pital 5 
OF git Le of [...] Sa Yl 5 paUl ol i] panel! ifize J o hb gay USe: 
— Bilsg Y By Gilg: B— Lei! Lgin y ApLAY 6 sell Yl LA- U 

(VV OA TAY AA calle) "YsSs Gh Gay Le— lla ga Jans 





ya heal y dee gl) iis Lal ala DLA ye Cuslall haga y 
‘hl ques 
ONS be J ae Les "Ss of tah Ly "GIS gL on Guill By ee 





“os los 

CALS gp Le Kal ya le acing gM AI BAY Gogh) last gf + 
LBL Lolal) yal all al ja Gb elias Y Ages, A SI) op glall (8 - 
Valine Liye le pid de page Oull sil Al YI Syed aes Y ay 
Agila) 5 4 5S) 4 glell (24 Urala ga Ls 

Sr aL) o pen (sill nell Sa) go 9S Gl (petty Ly 2 pueiiall + 
ghd) Aidge slo bi dees US: Gilly 
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co Ls "os of sty Le" ad ge Cad LAY alas acl gd Gl 
MOS I ay oS be i ce Le" dad Ge 

Baba) 95S baste "Us of Gay OSL Gly "US ga L Gf + 
Mey gS Gh Gang GIS Le! Gil ga YMG iIS ge Lal Gls Cab past) 1) Ll 5 gh 

58 Nba Gils Voy Gilg oS sla C8" 9S Gf aa Le Gl + 
“Os ay ols A= Glu 
cg tbe) yg Calg AMAA es Cal Cy 

Ay ill A peeall Leila (il 8 gall 45 poles seal Guill alee Gall 


se Gat £0940 Sea 8 Ga Ls Lal al "VY gg! A pull 





slay!) The Political Economy of the Classical) (Islamic Society) 
sing Agu) ll cy plat canny (igaulll OLY! qinall gull 
Cas laa Gly .(L’économie politique de la société islamique classique) 
KN als yg be Gy Liga GT gala) SA) cys S41 
Ae Jin (6 Saree Apsliecil ODS al Gk dad cyl cll sh "AAU lel! 
Od Ld Aas poleall ciealls gale Galy (moral) DIS) ale GIs cals 
Chant dye yn yoy Apslie SY) ihuall Slay GIS La Cilisy 2 yi gy gle 
acted Cee tS Go aes SU Gane abi all GLisLuall Gall go 
ates GU) 5 ol) J lh Gals (all ay lal) (4 Azada) daa gill adits .¢ Leia! 
oh Ley cane 8 Ley CUS of 9 AAT poles bel GLAS Glo Kye 
fe yaya ky JOD QAI apne pale eh gle sha Jeniay Lee 
Lge GALS of Jaisd ll Lela) Gal ll ge Gisy ob eglSeyl ab 
CA CHB ASL cyl Aye 5 a gill Aung yf GOA gle g fy Sa 5 ue 

-(Ahmed, 1995: 21) "4pluaifl aaa DIS Ge 4Sball 5 pu gy gale 
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tthe! sleet gkeall ¢ i) ayaa PP) palin (pdbulyl sluctiity) 
Epistemology, Methodology and Economic Policy: \4\ sie 44) 5 ws 
Some) (Thoughts on Mainstream Austrian and Islamic Economics, 
Ay gle oill Aus pool .§ silul) Sell: Ayala) Auluull  Aragiall 4d al) 
St 4 ld! (GrlLaifY) (52 e949 le 8 Gk (uy! sluai8'YI , 
& ill Laat (8 poly a SOLA) slut! Gi (Volker Nienhaus) Us 548 
Op Aalleoll Ggiad (2d apley ab clits y « culpall sled os lrall 
«(Nienhaus, 1989) (psluall slot 4, Lacell Ay Leall s Ayer sll Ay Leal 


be OLY! shal Gall altel Ge cell of Us Ge eel 
cot) cle BY AS px abo (8 LY aL! clea) Ald! § Uadty 
CS Ys Alea Ay ill 5 dade sll Alea) Gu 3 sell HE CY cant ll 
opt Ge od a Kalk days USS IY Y) alld Gis Gf LOLUY! aL 
Als Lay ay illy ulead! (2 ji sale isi dsane dias WT ais, 
Bose yee tl Ce Gs Gl sal gas) A AOS Us gad een gi La al 
(Nienhaus, 2008) .pDLuy! sey Us ye Say of pDLAYT Uh gal 
SHY GS g dag pl GSS Gay ely) saat Gl 

shea BY) 8 abel) Guebieall GI gail sie GES (2 gall Coed Call 
ce) LBD als cll 38 po o pi gill "{ApDEall Ay pall Lea Lal) 
Aedlocall SiG Al) LAY) Ayelall Leola!" cle Gill aags al A4A 
LOVY ja) Male BYI ale | gauud agit Lgale oly | lis cy gry ysl Leead (al 
CU) A ile) toall s (avoo- e+) Halal Glalen) cle alas 5S ys 
(BAY A= VV 6) gaily (ae Ae VEY) Gy sAld Gals (is seal Ceska! 

ase Ue d gill ceil ad A at of qabited Gall J shay 
‘gglic UalaiS (salut) Sal Qo yy sill GI sill Gle Lisl jo 
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O88 an SW cle Gaye shail Ge Gag day pill Cis + 
ANN Ae Ugh Sal Gass ye lial Ulett) le Lass gall Sal) CS ° 
cB ell yyaheaall GIS ya ye Liha ys pf hagas IIS gL paul 
Aap pal) LasLa Gyo aa!) Nba ake GIS ga Le jaadd Cle Gun pall sled! 
ASS I Baginne Gal al ets of is Wal» a Ga yd gill celal 
AS Lely ccHlS ga Le yaad eehey G9 Gl Gay cele ccupeiall Ge dala 
gh Le BY (ob ala!) Queledll Gf ge Gas il ge alg Gi al 
LAV AAA ccc gall) "GIS g8 Le jai iegiall le Auge ALIS Ad Cele 
Sy LB) (8 Ga slew! ple Gf laloye dati Gt Gals (VAG 
«gata gall) "> guana'se agit Oo sity ysl afiny Lei slats) (G8 cabal) Gyyelall 

(VAw rad AAA 

SI AW pa "yg Ss oh Gay bef GAS ga Le" ASL Casall pasting 
CALLS y Apolo) Atal (lieth Guladll ye GULLS Ql) OLY) golly) 
Fadel peti le Ss fh ASL ode gf le ay Ihe y. gale! aiall ye 
DAY) gale! SI fll Guo Lu) 
Apacs s Alea Ga pola) abet! 

sla YI" Gg tay ANMds a VEY) ia YE (8 tl pl ayy CaS 
CR Gal ol! ch Le Lead cle Leng Mera gly A leall Ge OLY! 
e113) a agalell Asal cys Noe age goleall sLiailfY) 5 peu oll slay! 
ea oy sae Cae alld old «Gaby ean JS Legis Gy ill 
iad Gi dia pte s IB aga Gl prj all LS «gall SLI, qeiall 
i golaify! aUbaill Sue 





AV EYA/VEYA al all ala EAE 





SY spas gh jal sigs AucleiaY o glell ye sal S cba! ale GJ 
cote gl SLB) Slag y ccs pill glad cle ysl) al gall 8 sill 
Ugliads gins OS MDE age y Ge sis ge YM gS Ibe asa GI 

Vaacinay (ill Gils gleall s ASUSY) alsa) padinad os heal! sloidy) Ul 
Ateals Akay Shisha Gas Ge Mises dle awl gente gl LY) Gye 
Lad Cydia y Gdimad (8 aaad gf GS gales! sUaill heal) Laity! 

9e8 «galeeifY) ali! US assy lll 5a cs jleall slay! G1 Av 
Fauld (wlSei 50 goliaih alli ld alec 45 jay diewhy albill aa soa 
OD cb Sic dace y Sack Ge Gly OLY) gala! abil 5[...] ecinall 
fe] xy! ecgaluall's acl sill oas5 (Al) a Ap OLY! dag ll 

sLeai) DA Gyo ply Le Bale Apolo) Auluall aur yy MAS Gy) PAs, 
slo iY) (85 Aatiall sad) ga GUISY! dale ose) sill ga Y) cg heal! 
cell Ga) ote y calbaill se gf san5 Al oe Ap OLY juleall lb pdLuy! 
Le] sleedtY) ) yall SSI ob Gag Gb A VI yaad as) kel) aly 

CN Ll gale 8Y) I gla Ga jay GOLA) alu) of el gly 
Ale BY) Gil sal) Jody gill eeiall lal Q§ LAY! geial ly plies 
Ageleig ly Age yy AMM tes S91 a gall gay Lelie Shia Ga 
Fics gl) Gal gall a jae dag Y LAY! aLeaYUE IAN La pat g Anslaull 5 
Gb ele sy) chad Lele s clad As jleeall Gul gall Lally gala Lull 0 
ce clea) Gf Lie pill Le 13) gas alone Gb pay sluailf) ale 
BY pale BY) A yle Wyo Apil gl Cl gall Lal jad de panes glee 
Eyed Gail gall ge OLY) sey) (8 deal 


Ss ISLe" Gly "IS a Le Li Gl pull () 
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PAu) Lal) cle daagiall AU) yo Coll 253 
hla) GY aly daa al lad) dee gl os dl on Ga till gf 
co) et LS cade Gg g eid Ga Gail Cl) gages Logi 

Vea) galeidY! pUbill US aast (8 dda pac 5 JIA 

Apa gl) OS dell On Gand OLY) bei! (68 Gaull dingie ol * 
pill Aula ge Anal JY gabe) A glall a5ldy Lu jab A leall y 

Aap pe OLY) Ley (8 Azaiill s Alea Ava ell ol * 
Aged Cina Allee aulll  juleall Alb Old cltttlys Aro 
Leal) plea gl} sbuaiify) GA gai Yule 5S jy ill Aytlball g 4 jLsall Ay jLaall cys 

Lag Gay ts" caleall BLS jl adi! 4S (4 a geal gol a gene J shy 
[oe] GRY! a slall Apuilly Cyae ale a 3) calieiBY! plal ade Sie Cy px 
atell ILie puadi ( glinds wale ails dy pai ais sli) clale Gis 3), 
atl Fg Heal Lea iY) 5 (Positive) (2.2 gl) sLei8Y! 43 pares Le Gl 
ge Led Gay pares shail adj ros Seet8YL yy sings . (Normative) 
esas GY Cap ail tats Gace ll Loy) Gf asi [...] Sed yils 
glial Gull qeeds Gl Se gouged ga le dale gle jects DL 
Ais teak (caiill J og pieall Leif) gy olei#Y! abel 59 aud Ld [...] 
A(V9E- VAT VAY cr geeall gl) Noy gS Gf Gg Le Auda 

ZS ges thee BY) pant y SLs" padi Coa lall pada 18a y 
Tae gf Bac cys gall) Loy) aa COLA) sLeatify) Ub) 

Ghia eases Gis'll 6 gutless) Lede day gh ge auill Ihe G) * 
-uesy! abl ada 
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cele Gaal Lua! ale las yuan gh apadill Jha Gye Caagll gf © 
VI oa of ass oS of Gay be dale lial GIS ga ls Gin 
Age gata ge je (ginal Sar oy Apaiill ale) Gast 

J Ge pe ILS a Le Ces (le Laity ple en 
ieee sll Gaaall 

Base 585 Oe Lei! ple a] Gees ee Gr reall Ia ol * 
ears Lule Ayads ge Gib sed cide aie Ji U3" al YY Gaes Cals 5 
cage yi) "dell nd cine le atl Gabi SUT dglas dulja 
AV9A SY 94E 

re aid cy fli gysleify! of Ql) olay) Galil oak, 
Aylin ct Ugblad a jus Ga! pala al gill gle (ply Le Gray 
Ma 58 5 «(Homo Economicus) gael! Gloy! 4gle yy silly ths obi) 
ALE Gly Cand Apld ASI aed Y) HEY Y oll thal Gls! 
AM ge hill pues an ceed Gl} dary Balt) col Bla ye Ale 5 cued 
ee LLYN Gf Gnas (V4 VATE cogenll gl) Lala J Ay gine ded 
Cals Dba Ge US cael s Gl gd tas yy Sale o lich) alalary Ghul 
Fas CUS Gg — Glas) Sales cglacady Y Gusts GYLaull s calla 
Cais Aa ts cll lee ed No ed LS Ge GAY — Leip dels 
DY gs ai) (Se5 shah all GIS Gy ccclitel 5 pret Gli ge 
AYIA TYAAE co gecall gi) Myie jue Anae 5p gue ye ileal 

AGN oy Guill 8 yg ee Gb ic Aya go Leng UL I Goku, 
cghragl Lay! GS yeh le 5S il) ANd) Gary Aghia 4a, ES A ell 
as of LA jp dell ph Cae sLaY! GUIS Ga Gy Gill sll 
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cB Gad GAD Gi gall Ihe pete Ui ol ApLy! pal allée] Cle Gusluaisly! 
dua gd ce gl this GIS Go) SUGEYI Iba age Gli (A sailull Aultiall ao ail gl 
she BY! Op Gt Lie OS Us . hes Lei) Co) Gals Auta 
JAMES SLY! Gy Goi) ga ME Le Gig pele yo ones GDL) 
VLG. (V8A eV 44 E crgaull gf) lap Sall ys Cliliall ils Gury Ayre 
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The Global Financial Crisis 
and Prospective Effects on Islamic Financing Institutions 


Objectives of the Paper 


* Improvisation of performance & efficiency of Islamic financing institutions to 
cope with the new developments in the international system (wake-up call !!!). 


* Prospective topics for future research & discussions. 


Methodology 


* Perceptive exploration of what is up for Islamic financing institutions due to 
the ongoing developments in the international financial arena. 


* Sequence of issues is not according to significance. 


Definitions 
Islamic Financing Institutions: Islamic banks, Islamic banking windows, 


Islamic investment banks, Islamic insurance companies. 


International Financial Developments: 
* The current international financial crisis. 


* Global financing stimulus programs. 
* Global financial procedures and actions e.g. interest rates, 
discount rates and reserve rates reductions. 


* New financial rules & regulations. 
Prospective Effects 


Government Revenues Decline 
* Decline of Government Deposits in Banks . 
* Decline of Institutions and Individuals Deposits in Banks. 


* Decline of liquidity in banks. 
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Return of Investment Funds from Western Markets 
* Surge of deposits at local financial institutions. 
* Surge of liquidity at local financial institutions. 


* Need for more financial instruments to absorb incoming funds. 


Mergers & Acquisitions 
Due to declining revenues and asset values in some financing institutions, 
particularly in Asian countries, mergers and acquisitions will arise which need 
to be financed (leveraged buyouts). 
Inflation Downturn Ramifications: 
* Surge of demand for consumers credit. 
* Less foreign exchange volatility. 


* Less asset valuation problems in balance sheets. 


Narrowness of Financing & Investment Instruments 


Less enthusiasm for introducing novel instruments riddled with high levels of risk. 
(“ Bernake (US- FRS Chairman) calls for regulating financial innovation ” - 
Arab News, Saturday, April 18, 2009 ). 


Increase of Demand for Islamic Financial Instruments 
Inclination towards asset-backed less risky financing instruments e.g. Islamic 


Sukuks. 


Insurance 
* Take up of Islamic ( cooperative ) insurance as demand for Islamic financing 
instruments grows . 


* Insurance companies which invested surplus funds or re-insured in foreign 
markets will may be adversely affected. 


* Demand for Islamic ( cooperative ) Insurance is expected to grow in 
consistence with growth of Islamic financing instruments. 


(The market for Shariah compatible insurance is expected to reach US$ 4 
billions by the year 2010 — Souk Okaz, No. 123. 18/4/2009, p. 10). 
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Restructuring of International Financial System 
Restructuring of the International financial system enables Islamic financing 
institutions to participate more in international finance due to their ability to 
offer financing products less risky and more asset-backed. 
Maintaining Corporate Governance Trend 
* Corporate governance as a must instead of a need. 

* Governance new directions 

- More transparency. 

- Boards of directors responsibilities scrutinized and regulated. 

- More prudent reporting of losses in balance sheets. 


- Shrinkage of chairmen benefits. 


Restructuring of Real Estate Assets in Financial Institutions Balance Sheets 


It is expected that values and shares of real estate assets in the balance 
sheets of financing institutions in general and Islamic financing institutions in 
particular would be restructured as to get rid of debt- based towards more 
investment in real assets and reduction of off-balance sheet assets. 


Strengthening & Reshaping of International Finance Organizations Role in 
Development Finance in Developing Countries 


International aid & development agencies and organization are to be 
financially empowered and their role redirected towards poverty aversion away 
from reform-minded policies, plus more opportunities for private financing 
institutions. 


What is in for Islamic financing institutions? 
Standardization of Investment Instruments 
* Due to the shrinkage of direct financing by banks precipitated by the 


international financial crisis, companies resorted to Issuance of securities 
(stocks & bonds ). 


* Islamic financing institutions are expected to take advantage of this situation 
by offering alternative financing instruments. 


* Standardization of such instruments will enhance their proliferation. 
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Towards More Participatory Financing Methods 
* Less advocacy for debt financing. 
* Innovation in participatory schemes of financing. 


* More debt cards, less credit cards for consumers payments. 


More Accessible Foreign Markets 


Financial authorities mostly in Western countries, have become more cozy 
to Islamic financing institutions and less resistance to their doing business in 
their countries after such institutions prove more resilient in the face of the 
recent financial cri 





Customers Confidence Rehabilitation 


Islamic financing institutions are to be challenged to restore customers 
confidence which was shaken by the the recent international financial crisis, 
particularly as far as debt- based transactions. 


Towards Real Assets Based Investments Away From Cash and Deposits 


* The international financial crises exposed the resilience of realassets backed 
investments in the face of economic fluctuations and speculations. 


* More inclination towards issuance of investment instruments by real assets 
and in the same time characterized by high liquidity levels, e.g. Islamic 
Sukuk. 


* Dubai-based commodities exchange launched a Shariah-compliant tradable 
security backed by gold, the first of its kind, which will be traded on the 
NASDAQ Dubai stock exchange-Arab News, Tuesday, March 3, 2009, p. 15. 


Slowdown of Mimic Investment 


* Slowdown of journey towards mimic investment in conventional instruments 
by Islamic banks, particularly those based on stratagem or risk-riddled 
instruments, after exposure of such instruments (a blessing in disguise 








* Malaysian Government bans issuance of Islamic instruments that end up in 
non-Islamic investment venues (60% prior to the ban). 


Rethinking of Risk Management 


Towards less dependence on previous pre-crisis risk management methods, 
which failed to measure true risk levels, particularly probability of repayment 
default. 
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Towards More Integration Among Money, Capital and Foreign Exchange 
Markets 

The international financial crises has shown that differences between money 
& capital markets were less than assumed, particularly with regard to cross 
border transactions. New rules and regulations are expected to reflect this fact 
as far as movements of real assets, capital & foreign exchange are concerned. 
Is Financial Infrastructure Ready? 


To what extent are financial infrastructures in Islamic financing institutions 
capable of coping with the new developments in the financial system? 


Downturn in International Stock Markets 


Downturn in international stock markets is expected to influence the level of 
activities in stock markets in Islamic countries, contrary to claimed dichotomy. 
Significant amounts of funds from Islamic countries, including financing 
institutions, were invested in the international markets. Guarding against 
volatility in international stock markets, should be one of the most important 
lessons to be learned by Islamic financing institutions in terms volumes, types 
of exposures and risk profiles. 


Second Thoughts about Extent of Effectiveness of “Early Warning Systems” 


The international financial crises had exposed the shortcoming of the much 
celebrated so- called “Early Warning System“ to predict effectively and in due 
time and course the upcoming crises in the financial system. Thus, the calls for 
the revision of the reliability of the current Early Warning Systems as to cope 
more efficiently and promptly with the developments in the financial arena. 


More Prudent Portfolio and Liquidity Management 


The risks stemming from Islamic instruments which are based on debt (e.g. 
murabaha & leasing) will generate problems similar to the conventional 
instruments because such instruments are collaterated by debtors income which 
is adversely affected by economic downturn. 


Separation between Banking and Trade in Financial Institutions 


The separation between trade and banking services in the financial system 
has always been one of the controversial issues. The recent financial crises has 
enforced the significance of such an issue, particularly in relation to risk 
management. 
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Skepticism About Validity of Mathematical Models In Financial Analysis 
Mathematical Models as tools for financial analysis and decision making, 
have been found to be demanding during the recent financial crisis. 


Revision of Insurance Ideology and Objectives 
* What to insure ? Real assets or financial instruments? 


*Whom to insure? Big companies or ordinary individuals and small 
establishments ? 


* Where to invest insurance & re-insurance funds ? In high risk instruments ? 


Revision of “Too Big To Fail“ and Bankruptcy Systems 


* Why “Too Big To Fail” for banks and not for real sector productive 
companies, e.g. auto companies (Chrysler, General Motors) ??? 


* Increasing calls for revision of “Too Big To Fail” principle as to apply to 
other establishments or to let them fail or go bankrupt in cases of bad 
performance or operational, accounting or investment irregularities together 
with due diligence and regulation. Thus, Islamic financing institutions should 
be ready for such possible developments by improving their financing, 
investment and operational infrastructure. 
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